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THE DIGITAL HOME...

“THE BLANKET OF EVERYDAY LIFE IS INTERWOVEN
WITH DIGITAL TECHNOLOGY. REGARDLESS OF CULTURE OR COUNTRY,
THE TELEVISION, TELEPHONE, AND INTERNET UNITE AND CONNECT PEOPLE.
AT LIBERTY GLOBAL, THAT’S THE BUSINESS WE'RE IN
AND THAT’S WHAT WE'RE KNOWN FOR -

CONNECTING OUR CUSTOMERS TO THE DIGITAL WORLD.”




LIBERTY GLOBAL
DELIVERS

DEAR SHAREHOLDERS,

2005 was a year filled with achievement for
Liberty Global. Since the business combination of
Liberty Media International and UnitedGlobalCom in
June, we have focused on solidifying our market
reach, unifying our organization and management
team, and strengthening our product and technology
platforms. As a result, we ended 2005 with record
operating and financial results, and a strong
foundation for continued growth and value creation.

o Revenue increased 28% on a pro forma”
basis to $5.2 biilion

o Operating cash flow" increased 24% on
a pro forma™ basis to $1.8 billion, with
net loss for the year of $80 million

o Organic subscriber growth ofi1.25 million
RGUs; up by 50% compared to prior year
pro forma™ additions

o Total RGUs" increased 42% on a pro forma
basis to 19.2 million at December 31, 2005

* We describe the terms “operating cash flow,” “pro forma” and “"RGUs” on page 8.
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We ended the year with $5.2 billion of We ended the year with $1.8 billion
* revenue, 28% pro forma growth over 2004 . in OCF, 24% pro forma growth over 2004
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In Europe, we added over 4.2 million RGUs
in 2005, including acquisitions

22 million homes across our
2 global footprint are capable of
taking advanced services

4.2

S a

Digital video enhances life experiences

At Liberty Global, we are uniquely positioned to

continue our success in delivering entertainment,
communications, and information services to the
Digital Home. Our strategy of bundling advanced
video, voice and Internet products has made us one
of the fastest-growing broadband cable operators in
the world today. It is clear that our customers value
getting their digital services from one provider; one
phone call, one truck roll, and one monthly bill.

As a result, consumer demand for our triple-play and,
increasingly, quadruple-play products is strong and
it should remain rbbust as we continue to leverage
our state-of-the-art broadband footprint that reaches
nearly 30 million homes. Our hybrid fiber-coax (HFC)
networks are highly scalable and provide the feature-
rich services that our customers want. For example,

LIBERTY GLOBAL DELIVERS...

we launched voice-over IP (VOIP) services across
seven new markets last year, and by year end,
we reached over 11 million serviceable homes. Our
20-30 Mbps data products puts us in a leadership
role in high-speed Internet access. And our digital
video platforms are gearing up for high definition
television which has already been a tremendous

success for us in Japan.

In 2005, we set out to expand our footprint in core
operating regions and, as a result, we added over
four million RGUs in high-growth markets such as
Switzerland, Japan, Romania, Ireland, and Australia.
We believe we are uniquely positioned to create
value by consolidating fragmented broadband cable
operations in many of our international markets. We
will also opportunistically rebalance our operating
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Qur acquisitions in 2005 added x We ended the year with over
over 4 million RGUs to our footprint 250,000 VoIP customers
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business to concentrate on higher gro”wth markets, and Internet services internationally. In the pages
and exit markets where we do not have the scale that follow, you will learn more about our operations
|

required to compete effectively. ‘ ‘ around the world.

Last year we made considerable \‘progress in

Thank you for your continued support.

advancing our content and programmi“fng initiatives.
|

We invested in new and unexploited thematic

channels and purchased the premium movie and

sports rights to support key digital TV roll-outs in

markets like the Netherlands. And f:our existing \ Sincerely,

content businesses performed very well,? most notably

Jupiter TV in Japan and chellomedia in‘wEurope. av& - /V%,éﬂ,_/
it

Our board of directors and manag”ement team Michael T. Fries John C. Malone
|

remain committed to maximizing shar?holder value President and CEO Chairman

over the long-term. Liberty Global ha% an exciting March 30, 2006

future as a leading provider of advanced video, voice i
|
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In the Americas, we added
425,000 RGUs in 2005

We operate state-of
communications networks in 19 countries
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Our operations provide services In Japan, we added over 380,000
in 13 European countries () digital video customers in 2005

EUROPE
TOTAL SUBSCRIBERS

Video Voice Internet

10,815,500 895,200 1,967,700

TOTAL SUBSCRIBERS
Video Voice Internet

1,684,900 911,300 864,200




OPERATING HIGHLIGHTS

in thousands:

2003° 2004 2005

Homes Passed

Two-way Homes Passed
Voice — Homes Serviceable
Internet — Homes Serviceable

Video Subscribers
Penetration (of homes passed)
Voice Subscribers

Penetration (of homes serviceable)

Internet Subscribers

Penetration (of homes serviceable)

Total RGUs™

Total Customer Relationships
RGUs per customer

17,575 22,083 29,943
12,558 16,654 21,648

8,479 11,463 17,741
12,522 16,638 21,266

8,545 9,963 13,871
47% 43% 46%
1,237 1,516 2,188

15% 13% 12%
1,491 2,082 3,172

12% 13% 15%
11,273 13,561 19,231

9,042 10,637 14,755
1.25 1.27 1.30

FINANCIAL HIGHLIGHTS

$ in millions:

2003 2004 2005

Revenue®
Western Europe
Central and Eastern Europe
Europe Broadband

Japan: J:COM®
Chile: VTR®
Other

Total Revenue

Operating Cash Flow®®
Western Europe
Central and Eastern Europe
Europe Broadband

Japan: J:COM®
Chile: VTR®
Corporate and other
Total Operating Cash Flow

Operating Income (loss)

Earning (loss) from Continuing Operations

(1) Revenue Generating'Unit ("RGU"} is separately an Analog Cable Subscriber, Digital
Cable Subscriber, DTH Subscribe, MMDS Subscriber Intermet Subscriber or
Telephone Subscriber. A home may cortain one or more RGUs. For example, if a
residential customer in our Austrian systam subscribed to our digital cable service,
telephone service and high-speed broadband Internet access service, the customer
would canstitute three RGUs, “Total RGUS” Is the sum of Analog Cable, Digita!
Cable, OTH, MMDS, Internet and Telephone Subscribers.

{2) Operating Cash Flow ("OCF") is not a GAAP measure, Operating cash fiow is the primary
measure used by our chief operating dedision maker to evaluate segment operating
performance and to dedde how to allocate resources to segments. As we use the term,
operating cash flow is defined as revenue less operating and SG&A expenses {exciuding
depredation and amortization, stock-based compensation and impairment, restructuring
and other aperating charges or credits). For more infarmation, refer to note 21 to our
consofidated financial statements, induded elsewhere,

(3)2:COM and UnitedGiobaiCom were first consolidated on January 1, 2005 and
January 1, 2004, respectively. For comparative purposes and consistent with the

$ 1,105 $ 1,524 $ 2,060

362 469 652
1,467 1,993 2,712
1,233 1,505 1,662

230 300 444

208 238 333
3,138 4,037 5,151

453 607 750
127 177 256
580 784 1,006

428 590 636
70 109 151
(38) (51) (23)
1,040 1,431 1,771

(1) (315) 251
21 (14) (84)

presentation of our reportable segments, these presentations of revenue, aperating cash
flow and customer statistics are presented on a pro forma basis as of and for the years ended
December 31, 2004 and 2003 assuming that both 1:00M and UnitedGlobalom were
consalidated as of January L, 2003. In the prior text, we refer to any 2003 and 2004 presen-
tations that indude J:COM and UnitedGiabalCom as pro farma.

(4) At December 31, 2005, we owned an 80% Interest in VTR and an indirect 36.75% interest
in J:COM. However, as we control both VTR and Super Media/1:COM, GAAP requires that we
cansofidate 100% of the revenue and expenses of these entities in our consolidated
statements of operations, The minority owners’ interests in the operating results of VIR,
J:COM and cther less significant majority owned subsidiaries are reflected In minarity
interests in losses {eamings) of subsidiaries, net in our consolidated statements of
operations, It should be nated that our ability to consolidate J:00M will expire in February
2010 unkss we and another party mutually agree otherwise. When reviewing and
analyzing our aperating results, it is important to keep in mind that ather third party entities
awn significant interests in J:COM and VTR and that anather party efectively has the ablllty
to prevent our company from consolidzating J:COM after Fetruary 2010,

$5,151

$4,037

$3138

2003 2004 2005

G
REVENUE

($ in millions)

2003 2004 200S

OPERATING CASH FLOW(Z)O)

(s in millians)
1

19,231

H VIDEO
B VOICE
M INTERNET

13,561

2003 2004 2005

TOTAL RGUs™®

(in thousands)

M
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PART I

BUSINESS I
General Development of Business ;

Liberty Global, Inc. (LGI) is an ir%ternanonal broadband communications provider of video, voice and
Internet access services, with consolidated broadband operations in 19 countries (excluding Norway) outside
of the continental United States at December 31, 2005, primarily in Europe, Japan and Chile. Through our
indirect wholly owned subsidiary UGC Europe, Inc. (UGC Europe) and its wholly owned subsidiaries UPC
Holding B.V. (UPC Holding) and leerty Global Switzerland, Inc. (LG Switzerland) (collectively, Europe
Broadband), we provide video, voice elmd Internet access services in 13 European countries at December 31,

2005 (excluding Norway). Through our indirect controlling ownershlp interest in Jupiter Telecommunications
Co., Ltd. (J:COM), we provide Vldeo“ voice and Internet access services in Japan. Through our indirect §0%-
owned subsidiary VTR GlobalCom, S.A. (VTR), we provide video, voice and. Internet access services in
Chile. We also have (i) consolidaté%d direct-to-home satellite operations in Australia, (ii) consolidated
broadband communications operatior}s in Puerto Rico, Brazil and Peru, (iii) non-controlling interests in
broadband communications companieﬁs in Europe and Japan, (iv) consolidated interests in certain program-
ming businesses in' Europe and Argcntma and (v) non-controlling interests in certain programming
businesses in Europe, Japan, Austraha and the Americas. Our consolidated programming interests in Europe
are primarily held through our 1nd1rec“t wholly owned subsidiary chellomedia B.V. (chellomedia), which also
provides telecommunications and intc‘[:ractive digital services and -owns or manages investments in various
businesses in Europe. Certain of chellomedia’s subsidiaries and affiliates provide programming and other
services to Europe Broadband. “

LGI was formed on January 13, 2005, for the purpose of effecting the combination of Liberty Media
International, Inc. (LMI) and UnltefiGlobalCom Inc. (UGC). LMI is the predecessor to LGI and was
formed on March 16, 2004, in contemplatlon of the spin off of certain international cable television and
programming subsidiaries and assets \lof Liberty Media Corporation (Liberty Media), including a majority
interest in UGC, an international broadband communications provider. We refer to these assets and
subsidiaries of Liberty Media prior to J une 2004, collectively as LMC International. On June 7, 2004, Liberty
Media distributed to its stockholders,“y on a pro rata basis, all of the outstanding shares of LMI’s common
stock, and LMI became an independent, publicly traded company. As used in this document, the terms *
“our”, “our company”’, and “us” miay”refer,'as the context requires, to LGI and its predecessors and
subsidiaries. |

I

On June 18, 2005, we completcd certam mergers whereby LGI acqulred all of the capital stock of UGC that
LMI did not already own and LMI and UGC each became wholly owned subsidiaries of LGI (the LGI
Combination). In the LGI Comblnauon (i) each outstanding share of LMI Series A common stock, LMI
Series B common stock and LMI Series C common stock was exchanged for one share of the corresponding
series of LGI common stock, and (i) \‘\each outstanding share of UGC Class A common stock, UGC Class B
common stock and UGC Class C common stock (other than those shares owned by LMI and its wholly
owned subsidiaries) was converted into the right to receive for cach share of common stock owned either
(i) 0.2155 of a share of LGI Series Al{common stock and 0.2155 of a share of LGI Series C'common stock
(plus cash for any fractional share intefest) or (i) $9. 58 in cash. Cash elections were subject to proration. The

aggregate cash consideration paid to UGC s stockholders in the LGI Combination was just under $0.7 billion.

On September 6, 2005, LGI effected ja stock split in the form of a stock dividend (the Stock Dividend) of
LGI Series C common stock to hol ders of record of LGI Series A and Series B common stock as of 5:00 p.m.,

New York City time, on August 26, 2005 which was the record date for the Stock Dividend (the Record
Date). In the Stock Dividend, holder% received one share of LGI Series C common stock for each share of
LGI Series A common stock, and cne|share of LGI Series C common stock for each share of L. GI Series B
common stock, held of record as of the Record Date. Unless otherwise indicated, all LGI and LMI share and
per share amounts presented herein have been retroactively adjusted to give effect to the Stock Dividend,
\
|




notwithstanding the fact that no shares of LGI Series C common stock were issued and outstanding prior to
September 6, 2005.

Unless indicated otherwise, convenience translations into U.S. dollars are calculated as of December 31, 2005.

- Recent Developments
Contributions and Acquisitions

Pursuant to a contribution agreement between Sumitomo Corporation (Sumitomo) and us, on December 28,
2004, our 45.45% equity interest in J:COM and a 19.78% equity interest in J:COM owned by Sumitomo were
combined in a holding company named LGI/Sumisho Super Media, LLC, formerly known as LMI/Sumisho
Super Media, LLC (Super Media). As a result of these transactions, we held a 69.68% non-controlling
interest in Super Media, and Super Media held a 65.23% controlling interest in J:COM at December 31, 2004.

On February 18, 2005, J:COM announced an initial public offering of its common shares in Japan. Under the
terms of the operating agreement of Super Media, our casting or tie-breaking vote with respect to decisions of
the management committee of Super Media became effective upon this announcement. As a result, we began
accounting for Super Media and J:COM as consolidated subsidiaries effective as of January 1, 2005. On
March 23, 2005, J:COM completed its initial public offering and Sumitomo contributed to Super Media a
portion of the 12.25% equity interest in J:COM that Sumitomo had retained following the December 2004
contribution. In April 2005, the underwriters in J:COM’s initial public offering exercised their over-allotment
option and in September 2005, Sumitomo contributed the balance of its equity interest in J:COM to Super
Media. After giving effect to the foregoing, as of December 31, 2005, we held a 58.66% controlling interest in
Super Media and Super Media held a 62.65% controlling interest in J:COM.

On January 7, 2005, chellomedia acquired an 87.5% interest in Zone Vision Networks Ltd. (Zone Vision)
from its shareholders. The consideration for the transaction consisted of $50 million in cash and
351,110 shares of LGI Series A common stock and 351,110 shares of LGI Series C common stock, which are
subject to certain vesting conditions. As part of the transaction, chellomedia contributed to Zone Vision the
49% shareholding it already held in Reality TV Ltd. and chellomedia’s Club channel business. Zone Vision is
a company focused on the ownership, management and distribution of pay television channels of third parties
and its own channels.

On February 10, 2005, UPC Broadband Holding BV, an indirect wholly owned subsidiary of UGC Europe
(UPC Broadband Holding), acquired 100% of the shares in Telemach d.o.o., a broadband communications
provider in Slovenia, for cash consideration of €71 million ($91.4 million at the transaction date).

On April 1, 2005, a subsidiary of UPC Holding exercised its call right and purchased the remaining 19.9%
minority interest in UPC Broadband France SAS (UPC Broadband France) that it did not already own for
€90.1 million ($116 million at the transaction date) in cash, taking our ownership in UPC Broadband France
t6 100%. UPC Broadband France is the owner of our French broadband video and Internet access operation,
which includes Suez-Lyonnaise Télécom SA (Noos), a provider of digital and analog cable television services
and high-speed Internet access services in France, which we acquired in July 2004,

On April 13, 2005, VTR, which at the time was a wholly-owned subsidiary of UGC, completed its
combination with Metrdpolis Intercom S.A. (Metropolis), a Chilean broadband distribution company. Prior
to the combination, LMI owned a 50% interest in Metrépolis, with the remaining 50% interest owned by
Cristalerfas de Chile S.A. (CCC). As consideration for CCC’s interest in Metrdpolis, (i) VTR issued
11.4 million shares of its common stock to CCC, representing 20% of the outstanding economic and voting
shares of VTR subsequent to the transaction, (ii) VIR assumed certain indebtedness owed by Metrépolis to
CristalChile Inversiones S.A., an affiliate of CCC, in the amount of CLP6.1 billion ($10.5 million at the
transaction date), and (iii) UGC granted CCC the right to put its 20% interest in VIR to UGC at fair value,
subject to a minimum purchase price of $140 million, which put is exercisable beginning on April 13, 2006 and
expires on April 13, 2015. Final regulatory approval for the combination, which was obtained in March 2003,
imposed certain conditions on the combined entity. The most significant of these conditions require that the
combined entity (i) re-sell broadband capacity to third party Internet service providers on a wholesale basis;
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(ii) activate two-way capacity to two %nillion homes passed within five years from the consummation date of
the combination; and (iii) for three years after the consummation date of the combination, limit basic tier
price increases to the rate of inflation, plus a programming cost escalator..

On May 9, 2003, our indirect wholly ‘owned subsidiary, UPC Ireland B.V. (UPC Ireland), entered into an
agreement to acquire MS Irish Cable Holding B.V. (MS Irish Cable), subject to regulatory approval.
MS Irish Cable acquired NTL Commurications (Ireland) Limited, NTL Irish Networks Limited and certain
related assets (together NTL Ireland)|with funds provided by a loan from UPC Ireland. UPC Ireland closed
the acquisition of MS Irish Cable on December 12, 2005, following receipt of regulatory approval. The total
cash purchase price for the acquisition’ was €333.4 million ($428 2 million at May 9, 2005) (excluding direct
acquisition costs). NTL Ireland, Ireland’s largest cable television operator, provides cable television and
broadband Internet services to residential customers and managed network services to corporate customers in
Ireland.

M
On September 30, 2005, J:.COM purchased all of the outstanding shares of Odakyu Telecommunication
Services Co., Ltd., now known as J: COM Setamachi Co. Ltd. (J:COM Setamachi) for cash of ¥9,200 million
($81 million at the transaction date) | I:.COM Setamachi provides cable television and high speed Internet
access services in Japan, including [\Tokyos Setagaya ward and the cities of Machida, Kawasaki and
Yokohama. | '

On October 14, 2005, we acquired, thl"lough an indirect wholly owned subsidiary, 7.7 million shares of Telenet

Group Holding NV (Telenet) for t‘:ash of €160.2 million ($193.7 million at the transaction date) in
connection with Telenet’s initial pubhc offering. After giving effect to this acquisition and Telenet’s initial
public offering, we and Belgian Cable Investors LLC (Belgian Cable Investors), a partnership that is majority
owned and controlled by us, increased ! our combined economic ownership in Telenet from 14.1% to 19.89% but
will continue to exercise voting control over a total of 21.5% of the Telenet shares. Belgian Cable Investors
additionally holds call options to acqulre 254 million shares in Telenet.

| -
On October 14, 2005, UPC Romania'S.A., our indirect wholly owned subsidiary, completed its acquisition of

Astral Telecom S.A. (Astral) from “a group of Romanian entrepreneurs and foreign investors for a cash

purchase price of $407.1 million. Astral is one of Romania’s largest broadband telecommunications operators.
(

On October 24, 2005, LG Sw1tzer1and completed the purchase of all the issued share capital of Cablecom
Holdings AG (Cablecom), which is thc indirect parent company of Swiss cable operator Cablecom GmbH,
for a cash purchase price of CHF2.8 bllhon ($2.2 billion at the transaction date). The acquisition was funded
through a combination of (i) a €5501[million ($667 million at the borrowing date) split-coupon floating rate
payment-in-kind loan (PIK Loan) }borrowed by LG Switzerland, (ii) a new offering of €300 million
($363 million at the-borrowing date] 8.625% Senior Note's‘duc 2014 by UPC Holding, and (iii) available
cash. !

On November 23, 2005, a subsidiary of chellomedia acquired the 50% interest it did not already own in certain
businesses that provide thematic television channels in the Iberian market (Spain and Portugal) (IPS). We
acquired the 50% interest for $62.8 million.

On December 14, 2003, we increased our indirect ownership of Austar United Communications Ltd. (Austar)
from a non-controlling interest to a controlling interest, which was 54% (51% on a fully diluted basis) as of
December 31, 2005, for net cash corsideration of A$204.9 million ($154.9 million at the transaction date).
Austar provides satellite pay television services, Internet access and mobile telephony services to subscribers in
regional and rural Australia and the ‘Eities of Hobart and Darwin.

On March 2, 2006, our subs1d1ary,(f UPC Austria GmbH, acquired all the outstanding shares of Inode
Telekommunidationsdienstleistungs GmbH {Inode) for cash consideration of €93 million ($111 million at the

transaction date). Inode is one of Al“lstna s leading DSL companies.

h
Other smaller transactions during 2005 and early 2006 include: J:COM’s 2005 increase of its interest in Cable

Television Kobe, Inc. from 20.4% to 65 13%; J:COM'’s 2005 acquisition of an approximate 92% equity interest
in Chofu Cable, Inc.; UPC Romama S.A’s 2005 acquisition of Conex Sat SRL; chellomedia’s 2005
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acquisition of the content business of Canal+ Netherlands; J:COM’s 2006 acquisition of an 81% equity
interest in Rokko Island Cable Vision Co. Ltd.; and J:COM’s 2006 increase of its interest in Kansai
Multimedia Service from 25.75% to 64.0%.

Dispositions

On December 19,.2005, we agreed to sell our Norwegian cable business, UPC Norge AS (UPC Norway).
Following receipt of Norwegian regulatory approval, on January 19, 2006 we completed the sale of UPC
Norway for €448 million ($542 million at the transaction date).

On November 8, 2005, we received cash consideration of €276.4 million ($325.6 million at the transaction
date) in connection with the disposition of our 19% ownership interest in SBS Broadcasting S.A. SBS
Broadcasting S.A. was a commercial television and radio broadcasting company in Europe.

During 2005, we also sold our interest in Fox Pan America Sports, LLC (FPAS), Torneos y Competenias
S.A. (TyC), EWT Holding GmbH (EWT), The Wireless Group pic and a subscription right with respect to
Cablevision S.A. FPAS develops and operates multiple Spanish language subscription television and radio
services. TyC is an independent producer of Argentine sports and entertainment programming. EWT owns a
broadband communications provider in Germany. The Wireless Group is a commercial radio group in the
United Kingdom and Cablevision S.A. is a broadband communications provider in Argentina. In addition, on
February 16, 2006, we received $88 million. as cash consideration for our 10% interest in Sky Mexico, a
direct-to-home satellite provider.

Financings

On March 8, 2005, the senior secured credit facility of UPC Broadband Holding (the UPC Broadband Bank
Facility) was amended to permit indebtedness under: (i) Facility G, a new €1.0 billion term loan facility
maturing in full on April 1, 2010; (ii) Facility H, a new €1.5 billion term loan facility maturing in full on
September 30, 2012, of which $1.25 billion was denominated in U.S. dollars and then swapped into euros
through a 7.5 year cross-currency swap; and (iii) Facility I, a new €500 million revolving credit facility
maturing in full on April 1, 2010. In connection with this amendment, €167 million of Facility A, the
previously existing revolving credit facility, was cancelled, reducing Facility A to a maximum amount of
€500 million. The proceeds from Facilities G and H were used primarily to prepay all amounts outstanding
under existing term loan Facilities B, C and E, to fund certain acquisitions and pay transaction fees.
Borrowings under Facilities A and I can be used to fund acquisitions and for general corporate purposes. As a
result of this amendment, the weighted average maturity of the UPC Broadband Bank Facility was extended
from 4 years to 6 years, with no amortization payments required until 2010, and the weighted average interest
margin on the UPC Broadband Bank Facility was reduced by 0.25% per annum. The amendment also provides
for additional flexibility on certain covenants and the funding of acquisitions.

On July 29, 2005, UPC Holding, the owner of our 100% interest in UPC Broadband Holding, issued
€500 million ($607 million at the borrowing date) aggregate principal amount of its 7.75% Senior Notes. The
net proceeds were used for general corporate purposes. In addition, on October 10, 2005, UPC Holding issued
€300 million ($363 million at the borrowing date) principal amount of 8.625% Senior Notes. The net proceeds
of this offering were ultimately used to finance. the acquisition of Cablecom. Both of these issues of Senior
Notes mature on January 15, 2014, and are secured by a first ranking pledge of all shares of UPC Holding.

On October 7, 2003, pursuant to a PIK Loan Facility Agreement dated September 30, 2005, as amended and
restated on October 10, 2005, LG Switzerland borrowed a €550 million ($667 million at the borrowing date)
PIK Loan with a split-coupon floating rate, maturing in 9.5 years. The net proceeds from the PIK Loan, less
€50 million ($60.9 million at the borrowing date) placed in escrow to secure cash interest payments, were used
to finance the acquisition of Cablecom. The PIK Loan is an unsecured senior debt of LG Switzerland that is
structurally subordinated to all indebtedness of Cablecom and its subsidiaries.

At the time of our acquisition of Cablecom, its subsidiary Cablecom Luxembourg SCA (Cablecom
Luxembourg) had outstanding senior fixed rate notes and senior secured floating rate notes (Cablecom
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Luxembourg Senior Notes). Pursuant }’Jﬁo the indentures governing the Cablecom Luxembourg Senior Notes,
Cablecom Luxembourg was required to make an offer to purchase the Cablecom Luxembourg Senior Notes
at 101% of their principal amount as a result of our obtaining control of Cablecom. On December 8, 2005,
Cablecom Luxembourg purchased the/tendered Cablecom Luxémbourg Senior Notes. On January 20, 2006,
Cablecom Luxembourg redeemed the Ibalance of the floating rate Cablecom Luxembourg Senior Notes not
tendered in the “change of control” d{‘ﬁ”er for 102% of their principal amount. The purchase of Cablecom
Luxembourg Senior Notes pursuant tojthe change of control offer and the optional redemption was funded by
borrowings of term loans under a facﬂxtles agreement entered into by Cablecom Luxembourg and its
subsidiary, Cablecom GmbH, dated December 5, 2005 (the Cablecom Luxembourg Bank Facility). The
Cablecom Luxembourg Bank Fac1hty‘( provides for two term loan facilities to Cablecom- Luxembourg with
maximum aggregate borrowings of CFF1.33 billion ($1.011 billion). In addition, Cablecom GmbH has a
CHF150 million ($114 million) revolying credit facility.

On December 15, 2005, J:COM exegzuted a ¥155 billion ($1.314 billion) credit facility agreement with a
syndicate of banks led by The Bank of Tokyo-Mitsubishi, Ltd., Mizuho Corporate Bank, Ltd. and Sumitomo
Mitsui Banking Corporation (the J:COM Credit Facility). Borrowings may be made under the J:COM Credit
Facility on a senior, unsecured basis p”ursuant to three facilities: a ¥30 biilion five-year revolving credit loan; a
¥85 billion five-year amortizing term, loan; and a ¥40 billion seven-year amortizing term loan. On Decem-
ber 21, 2005, the proceeds of the ferm loans were used, together with available cash, to repay in full
outstanding loans totaling ¥128 b11110n ($1.1 billion at the transaction date) under J:COM’s then existing

credit facilities. Borrowmgs under the revolving loan may be used by J:COM for general corporate purposes.

In addition to the above financings, during 2005, certain of our subsidiaries entered into other smaller
financings. VTR modified its Chilean peso-denominated senior secured credit facility, originally consummated
in December 2004 (VTR Bank Facility), increasing the VTR Bank Facility to CLP$175.5 billion ($341.4 mil-
~ lion). Borrowings under this facility" during 2005 were-used to repay ‘debt to third parties assumed in the
Metrépolis acquisition, partially repay debt to our subsidiaries and pay in full debt to an affiliate of VIR’s
other stockholder, CCC. In connection with our acquisition of IPS, an indirect wholly owned subsidiary
entered into a secured credit facility for €65 million ($76.9 million). Borrowings from this facility were used to

purchase the remaining 50% of IPS.}‘

(’\
! % k % 3k

Certain statements in- this Annual l“{eport on Form 10-K constltute “forward- -looking statements within the
meaning of the Private Securities thlgatlon Reform Act of 1995. To the extent that statements in this Annual
Report are not recitations of hlstoncal fact, such statements constitute forward-looking statements, which, by
definition, involve risks and uncertainties: In particular, statements under Item 1. Business, [tem 2. Properties,
Item 3. Legal Proceedings, Item 7 Management’s Discussion and Analysis of Financial Condition and
Results of Operations and Item 7A. Quantitative and Qualitative Disclosures About Market Risk contain
forward-looking statements. Where,/in any forward-lookirg statement, we express an expectation or belief as
to future results or events, such e’xpectatlon or belief is expressed in good faith and believed to have a
reasonable basis, but there can be no assurance that the expectation or belief will result or be achieved or
accomplished. The following include some but not all of the factors that could cause actual results or events to
differ materially from anticipated- results or events:

» economic and business conq/itions and industry trends in the countries in which we operate;
. . b o ‘
» currency exchange risks; |

e

+ consumer disposable income and spending levels, including the availability and amount of individual
consumer debt; |

. changes in‘television viewing preferences and habits by our subscribers and potential subscribers;

/
» consumer acceptance of. ex1st1ng service oﬂ"ermgs including our newer digital video, voice and Internet
access services;
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Luxembourg Senior Notes). Pursuant to the indentures governing the Cablecom Luxembourg Senior Notes,
Cablecom Luxembourg was required tg make an offer to purchase the Cablecom Luxembourg Senior Notes
at 101% of their principal amount as a result of our obtaining control of Cablecom. On December 8, 2005,
Cablecom Luxembourg purchased the;tendcred Cablecom Luxeémbourg Senior Notes. On January 20, 2006,
Cablecom Luxembourg redeemed thelbalance of the floating rate Cablecom Luxembourg Senior Notes not
~ tendered in the “change of control” offer for 102% of their principal amount. The purchase of Cablecom
Luxembourg Senior Notes pursuant to\the change of control offer and the optional redemption was funded by
borrowings of term loans under a facﬂmes agreement entered into by Cablecom Luxembourg and its
subsidiary, Cablecom GmbH, dated Pecembcr 5, 2005 (the Cablecom Luxembourg Bank Facility). The
Cablecom Luxembourg Bank Facility, provides for two term loan facilities to Cablecom Luxembourg with
maximum aggregate borrowings of CHF1.33 billion ($1.011 billion). In addition, Cablecom GmbH has a

CHF150 million ($114 million) revolzr ing credit facility.

On December 15, 2005, J:COM cxecuted a ¥155 billion ($1.314 billion) credit facility agreement with a
syndicate of banks led by The Bank of Tokyo-Mitsubishi, Ltd., Mizuho Corporate Bank, Ltd. and Sumitomo
Mitsui Banking Corporation (the J: C(DM Credit Facility). Borrowings may be made under the J:COM Credit

Facility on a senior, unsecured basis p%rsuant to three facilities: a ¥30 billion five-year revolving credit loan; a
© ¥85 billion five-year amortizing term|loan; and a ¥40 billion seven-year amortizing term loan. On Decem-
ber 21, 2005, the proceeds of the term loans were used, together with available cash, to repay in full
outstanding loans totaling ¥128 billion ($1.1 billion at the transaction date) under J:COM’s then existing
credit facilities. Borrowmgs under the( revolving loan may be used by J:COM for general corporate purposes.

In addition to the above financings! during 2005, certain of our subsidiaries entered into other smaller
financings. VTR modified its Chilean peso-denominated senior secured credit facility, originally consummated
in December 2004 (VTR Bank Facility), increasing the VIR Bank Facility to CLP$175.5 billion ($341.4 mil-

lion). Borrowings under this facility during 2005 were-used to repay debt to third parties assumed in the
Metrépolis acquisition, partially repay debt to our subsidiaries and pay in full debt to an affiliate of VIR’s
other stockholder, CCC. In connectlon with our acquisition of IPS, an indirect wholly owned subsidiary
entered into a secured credit facility for €65 million ($76.9 million). Borrowings from this facility were used to
purchase the remaining 50% of IPS. 0

U * ok K %
\

Certain statements in this Annual I#eport on Form 10-K constitute forward-looking statements within the
meaning of the Private Securities Litigation Reform Act of 1995. To the extent that statements in this Annual
Report are not recitations of historicél fact, such statements constitute forward-looking statements, which, by
definition, involve risks and uncertamtles In particular, statements under Item 1. Business, Item 2. Properties,
Item 3. Legal Proceedings, Item 7 Management’s Discussion and Analysis of Financial Condition and
Results of Operations and Itém 7A* Quantitative and Qualitative Disclosures About Market Risk contain
forward-looking statements. Where, in any forward-looking statement, we express an expectation or belief as
to future results or events, such expectation or belief is expressed in good faith and believed to have a
reasonable basis, but there can be no assurance that the expectation or belief will result or be achieved or
accomplished. The following mcludeu\ some but not all of the factors that could cause actual results or events to
differ materially from anticipated re”sults or events:

+ economic and business cond‘i‘tions and industry trends in the countries in which we operate;
» currency exchange risks; J]

+ consumer disposable incomﬁr and spending levels, including the availability and amount of individual
consumer debt; /}
’ changes in television vie\;ving preferences and habits by our subscribers and potential subscribers;

» consumer acceptance of ems‘tmg service offerings, including our newer digital video, voice and Internet
access services; ‘ '
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 consumer acceptance -of new technology, programming alternatives and broadband services that we
may offer such as our digital migration project in The Netherlands;

» our ability to manage rapid technological changes and grow our digital video, voice and Internet access
services;

+ the regulatory and competitive environment in the broadband communications and programming
industries in the countries in which we, and the entities in which we have interests, operate;

» competitor responses to our products and services, and the products and services of the entities in
which we have interests;

« continued consolidation of the foreign broadband distribution industry;

"« uncertainties inherent in the development and integration of new busmess lines and business strategles
. spendmg on foreign television advemsmg,

« capital spending for the acquisition and/or development of telecommunications networks and services;

 our ability to successfully integrate and recognize anticipated efficiencies from the businesses we
acquire;

+ problems we may discover post-closing with the operations, internal controls and financial statements
of businesses we acquire;

« uncertainties associated with product and service development and market acceptance, including the
development and provision of programming for new television and telecommunications technologies;

+ future financial performance, 1nclud1ng availability, terms and dcployment of capital;

« the ability of suppliers and vendors to timely deliver products, equipment, software and services;
« the outcome of any pending or threatened litigation;

» availability of qualified personnel;

» changes in, or failure or inability to comply with, government regulations in the countries in which we
operate and adverse outcomes from regulatory proceedings, 1nclud1ng regulatory initiatives in The
Netherlands; -

» government intervention that opens our broadband distribution networks to competitors;
» our ability to successfully negotiate rate increases with local authorities;
» changes in the nature of key strategic relationships with partners and joint venturers;

» uncertainties associated with our ability to satisfy conditions imposed by competition and other
regulatory authorities in connection with acquisitions; and

« events that are outside of our control, such as political unrest in international markets, terrorist attacks,
natural disasters, pandemics and other similar events.

You should be aware that the video, voice and Internet access services industries are changing rapidly, and,
therefore, the forward-looking statements of expectations, plans and intent in this Annual Report are subject
to a greater degree of risk than similar statements regarding many other industries.

These forward-looking statements and such risks, uncertainties and other factors speak only ‘as of the date of
this Annual Report, and we expressly disclaim any obligation or undertaking to disseminate any updates or
revisions to any forward-looking statement contained herein, to reflect any change in our expectations with
regard thereto, or any other change in events, conditions or circumstances on which any such statement is
based. -
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Financial Information About Operatmg Segments
Financial information about our reportable segments appears in note 21 to our consolidated financial

statements included in Part IT of this report

Navrrative Description of Business ’)
. ]
|

Overview ’

Broadband Distribution |
We offer a variety of broddband distribution services over our cable television systems, including analog video,
digital video, Internet access and telephony. Available service offerings depend on the bandwidth capacity of
our cable systems and whether they have been upgraded for two-way communications. In select markets, we
also offer video services through dire;:ct -to-home satellite, or “DTH”, or through multi-point microwave
distribution systems, or “MMDS?”. In select markets, we also offer mobile telephony services using third party
networks. We operate our broadband distribution businesses in Europe principally through UGC Europe; in
Japan principally through J:COM, a subs1d1ary of Super Media; in The Americas principally through VIR

and Liberty Cablevision of Puerto Rxco Ltd. (LCPR); and in Australia principally through Austar. Each of
CPR and Austar is a consolidated subsidiary.

UGC Europe, Super Media, VIR, L
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(1)

(2)

(3)

(4)

(5)

(6)

Excludes systems owned by afﬁiiates that were not consolidated for financial reporting purposes as of
December 31, 2005, or that were acquired after December 31, 2005. Also excludes 3.1 million
households to which J:COM érovides only retransmission services of terrestrial television signals.
Subscriber information for recently acquired entities is preliminary and subject to adjustment until we
have completed our review of such information and determined that it is presented in accordance with
our policies.

With respect to Chile, Japan and Puerto Rico, residential multiple dwelling units with a discounted
pricing structure for video, Internet or telephony services are counted on an equivalent bulk unit
(EBU) basis. Commercial contracts such as hotels and hospitals are counted by all our subsidiaries on
an EBU basis. EBU is calculated by dividing the bulk price charged to accounts in an area by the most
prevalent price charged to non‘bulk residential customers in that market for the comparable tier of

service. i

Homes Passed are homes that can be connected to our networks without further extending the
distribution plant, except for DTH and MMDS homes. Our Homes Passed counts are based on census
data that can change based on either revisions to the data or from new census results. With the
exception of Austar, we do not| count homes passed for DTH. With respect to Austar, we count all
homes in the areas that Austar is authorized to serve. With respect to MMDS, one home passed is equal
to one MMDS subscriber. '

!
! .

Two-way Homes Passed are horg‘les passed by our networks where customers can request and receive the
installation of a two-way addre;‘ssable set-top converter, cable modem, transceiver and/or voice port
which, in most cases, allows for the provision of video and Internet services and, in some cases,

telephone services.

Customer Relationships are the|number of customers who receive at least one level of service without
regard to which service(s) they|subscribe. We exclude mobile customers from customer relationships.

Revenue Generating Unit is separately an Analog Cable Subscriber, Digital Cable Subscriber, DTH
Subscriber, MMDS Subscriber,|Internet Subscriber or Telephone Subscriber. A home may contain one
or more RGUs. For example, if}a residential customer in our Austrian system subscribed to our digital
cable service, telephone service ‘and high-speed broadband Internet access service, the customer would
constitute three RGUs. Total R@Us is the sum of Analog Cable, Digital Cable, DTH, MMDS, Internet
and Telephone Subscribers. In Hsorne cases, non-paying subscribers are counted as subscribers during
their free promotional service period. Some of these subscribers choose to disconnect after their free
service period.

Analog Cable Subscriber is con‘lprised of video cable customers that are counted on a per connection

basis. In Europe, we have 1.37 million “lifeline” customers that are counted on a per connection basis,

representing the least expensive regulated tier of basic cable service, with only a few channels. An analog

cable subscriber is not counted Vas a digital cable subscriber.

| -
Digital Cable Subscriber is a customer with one or more digital converter boxes that receives our digital
video service. We count a subscriber with one or more digital converter boxes that receives our digital
video service as just one subscriber. A digital subscriber is not counted as an analog subscriber. In The

Netherlands where our mass digital migration project is underway, a subscriber is moved from the

analog cable subscriber count toJ

- of our digital converter box and)

(7

(&)

begins to receive our digital vid

the digital cable subscriber count when such subscriber accepts delivery
agrees to accept digital video service regardless of when the subscriber
eo service. The digital video service and the digital converter box are

provided at the analog rate for :s‘ix months after which the subscriber has the option to discontinue the
digital service or pay an additional amount to continue to receive the digital service.

DTH Subscriber is a home or commercial unit that receives our video programming broadcast directly

to the home via a geosynchrong

MMDS Subscriber is a home o
microwave (wireless) distributi

us satellite.

r commercial unit that receives our video programming via a multipoint
on system.
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(9) Internet Homes Serviceable are homes that can be connected to our broadband networks, where
customers can request and receive Internet access services.

(10) Internet Subscriber is a home or commerc1al unit or EBU with one or more cable modems connected to
our broadband networks, where a customer has requested and is receiving high-speed Internet access
services. Such numbers do not include customers that receive services via resale arrangements.

(11) Telephone Homes Serviceable are homes that can be connected to our networks, where customers can
request and receive voice services.

{12) Telephone Subscriber is a home or commerc1al unit or EBU connected to our networks, where a
" customer has requested and is receiving voice services. Telephone subscribers as-of December 31, 20085,
exclude an aggregate of 92,800 mobile telephone subscribers in The Netheriands, Switzerland and
Australia. Mobile telephone services generate a significantly lower average revenue per unit than
broadband or Voice-over-Internet Protocol or “VOIP” telephone services. Also, such numbers do not
include customers that receive services via resale arrangements.

(13) Included in the subscribers for Switzerland are 25,000 digital cable, 35,800 Internet access and 19,300
telephony subscribers serviced over partner networks, but for which we have the direct customer billing

relationship.

Programming Services

We own programming networks that provide video programming channels to multi-channel distribution
systems owned by us and by third parties. We also represent programming networks owned by others. Our
programming networks distribute their services through' a number of distribution technologies, principally
cable television and DTH. Programming services may be delivered to subscribers as part of a video
distributor’s basic package of programming services for a fixed monthly fee, or may be delivered as a
“premium” programming service for an additional monthly charge or on a video-on-demand, or “VOD”, or
pay-per-view basis. Whether a programming service is on a basic or premium tier, the programmer generally
enters into separate affiliation agreements, providing for terms of one or more years, with those distributors
that agree to carry the service. Basic programming services derive their revenue from per-subscriber license
fees received from distributors and the sale of advertising time on their networks or, in the case of shopping
channels, retail sales. Premium services generally do not sell advertising and primarily generate their revenue
from subscriber fees. Programming providers generally have two sources of content: (1) rights to productions
that are purchased from various independent producers and distributors, and (2) original productions filmed
for the programming provider by internal personnel or contractors. We operate our programming businesses in
Europe principally through our subsidiary chellomedia; in Japan principally through our affiliate Jupiter TV
Co., Ltd., formerly known as Jupiter Programming Co., Ltd. (Jupiter TV); in the Americas principally
through our subsidiary Pramer S.C.A. and a joint venture interest in MGM Networks Latin. America, LLC;
and in Australia principally through our joint venture interest in XYZ Networks Pty. Ltd.

Operations
Europe — UGC Europe, Inc.

Our European operations are conducted through our wholly owned subsidiary, UGC Europe, which provides
services in 13 countries in Europe, excluding Norway in which our operations were sold in January 2006. UGC
Europe’s operations are currently organized into two principal divisions: Europe Broadband and chellomedia.
Through its Europe Broadband division, UGC Europe provides video, high-speed Internet access, telephony
and mobile services over its networks and operates the largest cable network in each of The Netherlands,
Austria, Poland, Hungary, Czech Republic, Slovak Republic, Slovenia and Switzerland and the second largest
cable network in France, in each case in terms of number of video subscribers. UGC Europe s high-speed
Internet access service is provided over the Europe Broadband network infrastructure generally under the
brand name chello. Depending on the capacity of the particular network, UGC Europe may provide up to
seven tiers of high-speed Internet access. For information concerning the chellomedia division, see “— chel-

lomedia and Other.”
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Provided below is country-specific information with respect to the broadband distribution services of the
Europe Broadband division: |

The Netherlands

'

The Europe Broadband division’s networks in The Netherlands, which we refer to as Broadband-Netherlands,
passed 2.6 million homes and had 2 2 million analog cable subscribers, 85,300 digital cable subscribers,
478,100 Internet subscribers, 296, 000 telephony subscribers and 61,300 mobile telephony subscribers as of
December 31, 2005. Forty percent of ‘IT he Netherlands households receive at least analog cable service from
Broadband-Netherlands. Broadband ll\Ietherlands subscribers are located in six broad regional clusters,
including the major cities of Amsterdam and Rotterdam. Its networks are 95% upgraded to two-way

capability, with 95% of its video cablesubscribers served by a network with a bandwidth of at least 860 MHz.

Broadband-Netherlands provides v1deg? cable services to almost 100% of its homes passed. Eighty-two percent
of Broadband- Netherlands’ homes paﬁ%sed are capable of receiving digital cable service. Broadband-Nether-
lands offers its dlgrtal cable subscribers a digital entry package of 42 channels and a digital basic tier with 72
channels with an option to subscribe 1]°0r up to 15 additional general entertainment, movie, sports, music and
ethnic channels and an electronic program guide. Broadband-Netherlands’ digital cable service also offers 56
channels of near-video-on-demand, or” *NVOD?”, services and interactive services, including television-based

email. “

Broadband-Netherlands offers five tiérs of chello brand high-speed Internet access service with download
speeds ranging from 384 Kbps to 20 Mbps Twenty-one percent of its video cable subscribers also receive its
Internet access service, representing 9”9% of its Internet subscribers. Multi-feature telephony services are also
available from Broadband-Netherlands to 91% of its homes passed. Thirteen percent of its video cable
subscribers also receive its telephony‘1 services, representing almost 100% of its telephony subscribers. At
December 31, 2005, 2.4 million two-way homes in Broadband-Netherlands’ service area were VoIP ready for

service.

Through arrangements with an incumbent telecommunications operator, Broadband-Netherlands began
testing in 2005 an offer of its high spe}c;d Internet access service products and its VoIP telephony products to
660,000 households outside its existing footprint using asymmetric digital subscriber .line, or “ADSL”,
technology. These services are provided as a bundled offer on the unbundled local loop of the telecommunica-
tions operator’s network and currently‘! there are 3,000 customers.

Broadband-Netherlands offers a self—iristall option for all of its Internet access services, allowing subscribers to
install the technology themselves and save money on the installation fee. Broadband-Netherlands also offers a
self-install option for its digital cable éervices.Ninety percent of its new Internet subscribers have chosen to
self-install their new service, and almo}lst all of its new digital subscribers have chosen to self-install their new

service.

In August 2005, Broadband-Netherlands launched a mobile offer into the market available to all consumers in
The Netherlands. The product is a prel-paid mobile offering. Broadband-Netherlands is operating as a mobile
virtual network operator reselling leased network capacity. Broadband-Netherlands had 61,300 mobile

customers at December 31, 2005. “

On October 1 2005 Broadband- Netherlands started a new digital mrgratron pI‘OJCCt which we refer to as
“digital- for-all” (D4A). D4A is a long—term project. with the objective to give almost all (2 million of the
2.2 million) of the Broadband- Nether‘lands video cable customers a digital interactive television box within
the next two years. D4A is a combination of a push strategy and a pull strategy. Broadband-Netherlands will
proactively and systematically offer th;‘ new box to different groups of customers (push) and actively market
the new digital interactive product (pull). The box and the digital service are provided at no extra cost for the
first six months after the box is accepted at the door. Thereafter, the consumer will have the option to
discontinue the digital service or to pay an additional amount, on top of the standard analog rate, to continue
the digital service.
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France

The Europe Broadband division’s networks in France (including Noos), which we refer to as Broadband-
France, passed 4.6 million homes and had 928,600 analog cable subscribers, 563,800 digital cable subscribers,
295,000 Internet subscribers and 134,400 telephony subscribers as of December 31, 2003. Its major operations
are located in Paris and its suburbs, including the Marne la Vallee area east of Paris, Strasbourg, Orleans, Le
Mans, the suburbs of Lyon, the southeast region, and other operations spread throughout France. Its network
is 73% upgraded to two-way capability, with 96% of its video cable subscribers served by a network with a
bandwidth of at least 750 MHz.

Broadband-France’s digital cable platform is available to 90% of its homes passed. The digital platform offers
a number of options in terms of packages — from 52 channels for the entry-level tier to more than 100
channels for the premium tier. Programming includes series, general entertainment, youth, sports, news,
documentary, music, lifestyle and foreign channels. With all tiers, Broadband-France offers a number of movie
premium packages, a pay-per-view service, numerous “a la carte” channels and several Canal+ channels.
Broadband-France intends to migrate most of its analog cable subscribers to this new digital platform through
attractive bundling offers. Broadband-France also provides lifeline service typically consisting of five to ten
channels depending on the area.

Broadband-France offers three tiers of chello and Noos brand high-speed Internet access service with
download speeds ranging from 512 Kbps to 10 Mbps. Fourteen percent of its video cable subscribers also
receive Internet service, representing 73% of its Internet subscribers. Eight percent of its Internet subscribers
subscribe to its telephony services, but not to its video cable services.

During 2005, Broadband-France has been extending the telephony service footprint of its network through the
deployment of VoIP telephony service and as a consequence multi-feature telephony services were available
from Broadband-France to 51% of its homes passed as of December 31, 2005. Seven percent of its video cable
subscribers also receive telephony service, representing 72% of its telephony subscribers. Eighteen percent of
its telephony subscribers subscribe to its Internet services, but not to its video cable services,

Switzerland

The Europe Broadband division’s networks in Switzerland, which we refer to as Broadband-Switzerland,
passed 1.8 million homes and provided video cable services to 1.4 million analog subscribers and 106,300
digital subscribers, broadband Internet services to 340,500 subscribers and telephony services to 186,200
subscribers as of December 31, 2005. Included in these subscriber numbers are 25,000 digital cable, 35,800
Internet and 19,300 telephony subscribers serviced over partner networks. Over 55% of Swiss television
households receive analog cable service from Broadband-Switzerland. Its nationwide network with a
bandwidth of 606 MHz is 70% upgraded to two-way capability. '

Broadband-Switzerland markets analog cable services to 100% of its homes passed. For 64% of our 1.4 million
analog subscribers, Broadband-Switzerland maintains billing relationships with landlords or housing associa-
tions, which typically provide analog cable service for an entire building and do not terminate service each
time there is a change of tenant in the landlord’s or housing association’s premises. Seventy percent of
Broadband-Switzerland’s homes passed are capable of receiving digital cable service. Broadband-Switzerland
offers its digital cable subscribers a digital entry package consisting of 88 channels and a range of additional
pay television programming in a variety of foreign language program packages. The third television product is
NVOD services, which makes movies and other progranis available on demand to all of the digital customers.
In January 2006, Broadband-Switzerland announced the introduction of a digital television recorder (DVR),
enabling users to create a personalized television experience. Our digital cable service is sold directly to the
end user as an add-on to our analog cable services.

Broadband-Switzerland offers six tiers of broadband Internet access service with download speeds ranging
from. 150 Kbps to 6 Mbps. Seventy percent of Broadband-Switzerland’s homes passed are capable of receiving
broadband Internet. Twenty percent of its video cable subscribers also receive its Internet access service. In
addition, Broadband-Switzerland continues to offer dial-up Internet services on a limited basis.
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Telephony services are available from| Broadband-Switzerland to 70% of its homes passed. Eleven percent of
its video cable subscribers also receive its telephony services. In June 2005, Broadband-Switzerland launched

“Unlimited 247, the first flat rate te‘ ephone plan in Switzerland. In addition, Broadband-Switzerland has
begun offering digital telephony servic‘ es through VoIP.

|

Broadband-Switzerland offers manang wireless area networks and voice services as well as value-added
services such as security, messaging and hosting to the business market in Switzerland. The acquisition of

Unified Business Solutions in May 2095 provided Broadband-Switzerland with a suite of converged voice and
data products and an established customer base. As of December 31, 2005, Broadband-Switzerland had 1,927
business customers.

Broadband-Switzerland provides full or partial analog television signal delivery, network maintenance services
and engineering and construction services to other cable operators in Switzerland, which we refer to as our
“partner networks”. Broadband—Switzierland also offers digital television, broadband Internet and telephony
service to’the analog cable subscribers of those partner networks that enter into service operating contracts
with Broadband-Switzerland. Broadband Switzerland has the direct customer billing relations with the
subscribers who take these services on the partner networks. These service operating contracts permit us to
offer some or all of our digital television, broadband Internet and fixed-line telephony products directly to
those partner network subscribers and as a result, have expanded the addressable markets for our digital
products. In exchange for our right ‘[O\ provide digital products directly to the partner network subscribers, we
pay to each partner network a share of the revenue we generate from those subscribers.

With the launch of a mobile pre-paid ”oﬁ“er in December 2005, Broadband- Sw1tzerland is the first telecommu-
nications provider in Switzerland to ci‘)ﬁ"er television, Internet, fixed line telephony and mobile telephony —
also known as “quadruple play” — fr?m a single provider.

Austria ‘(

The Europe . Broadband division’s networks in Austria (excludmg the Austrian portion of Broadband-
Switzerland’s network), which we refer to. as Broadband-Austria, passed 957,500 homes and had 455,900
analog cable subscribers, 44,000 dlgltal cable subscribers, 275,900 Internet subscribers and 150,300 telephony
subscribers as of December 31, 2005 Broadband-Austria’s subscribers are located in regional clusters
encompassing the capital city of V1enna two other regional capitals and two smaller cities. Each of the cities
in which it operates owns, dlrectly o# indirectly, 5% of the local operating company of Broadband-Austria.
Broadband-Austria’s network is almost entirely upgraded to two-way capability, w1th 98% of its video cable

subscribers served by a network with ]‘a bandwidth of at least 750 MHz.

Broadband-Austria provides a smgleﬂoffenng to its analog cable subscribers that consists of 34 channels,
mostly in the German language. Broadband Austria’s d1g1ta1 platform offers more than 100 basic and
premium television channels, plus NVOD interactive services, television-based e-mail and an electronic
program guide. Broadband-Austria’s premium content includes first run movies and specific ethnic offerings,
including Serb and Turkish channels. w

Broadband-Austria offers four tiers of“; chello brand high-speed Internet access service with download speeds
ranging from 256 Kbps to 2.6 Mbps and a student package. Broadband-Austria’s high-speed Internet access is
available in all of the cities in its operapng area. Forty-two percent of its video cable subscribers also receive its
Internet access service, representing 76% of its Internet subscribers. Ten percent of its Internet subscribers

subscribe to telephony services, but n\ot to its video cable services.
[

Multi-feature telephony services aré available from Broadband-Austria to 96% of its homes passed.
Broadband-Austria offers basic dial tone service as well as value-added services. Broadband-Austria also offers
a bundled product of fixed line and fobile telephony services in cooperation with the third largest mobile
phone operator in Austria under the br[and “Take Two.” More than 65% of its telephony subscribers subscribe
to this product. Twenty-one percent of Broadband-Austria’s video cable subscribers also receive its telephony
service, representing 71% of its telephony subscribers. Eighteen percent of its telephony subscribers subscribe
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to Internet service, but not to its video cable services. In March 2006, Broadband Austria will begin offering
telephony serv1ces through VolP.

S weden

The Europe Broadband division’s network in Sweden, which we refer to as- Broadband-Sweden, passed
421,600 homes and had 240,000 analog cable subscribers, 58,600 digital cable subscribers and 90,500 Internet
subscribers as of December 31, 2005. It operates in the greater Stockholm area-on leased fiber from Stokab
AB, a city controlled entity with exclusive rights to lay cable ducts for communications or broadcast services in
the city of Stockholm. These lease terms vary from 10 to 25 years, and the majority expire beginning in 2012
through 2018. I'ts network is 68% upgraded to two- way capability, with all of its video cable subscribers served
by a network with a bandwidth of at least 550 MHz.

Broadband-Sweden provides all of its video cable subscribers with a lifeline service consisting of four “must-
carry” channels. In addition to this lifeline service, Broadband-Sweden offers an analog cable package with 12
channels and a digital cable package with up to 80 channels. Its program offerings include domestic, foreign,
sport and premium movie channels, as well as digital event channels such as seasonal sport and real life
entertainment events. Twenty-three percent of the homes served by Broadband-Sweden’s network subscribe to
the lifeline analog cable service only. To complement its digital offering, Broadband-Sweden also offers its
subscribers 32 channels of NVOD service. ‘

Broadband-Sweden offers four tiers of chello brand high-speed Internet access service with download speeds
ranging from 128 Kbps to 24 Mbps, including symmetrical options up to 8 Mbps. Thirty percent of its video
cable subscribers subscribe to its Internet service, representing almost 100% of its Internet subscribers.

Ireland

The Europe Broadband division’s network in Ireland, which we refer to as Broadband-Ireland, which
comprises the networks of NTL Ireland and Chorus Communications Ltd., passed 887,200 homes and had
321,500 analog cable subscribers, 141,000 digital subscribers, 113,900 MMDS subscribers, 25,000 Internet
subscribers and 400 telephony subscribers as of December 31, 2005. Broadband-Ireland is Ireland’s largest
video cable service provider, based on customers served. Its cable network is 25% upgraded to two-way
capability, with all of its video cable subscribers served by a network with a bandwidth of at least 860 MHz.

Broadband-Ireland offers an analog cable package with up to 22 channels and a digital cable package with up
to 89 channels. Its program offerings include domestic, foreign, sport and premium movie channels, as well as
digital event channels such as seasonal sport and real life entertainment events. Broadband-Ireland also
distributes up to seven Irish channels and produces a local sports channel. To complement its digital offering,
Broadband-Ireland also offers its subscribers 22 channels of premium service.

Broadband-Ireland offers three tiers of chello brand high-speed Internet access service with download speeds
ranging from | Kbps to 3 Mbps. Eight percent of its video cable subscribers subscnbe to its Internet service,
representing almost 100% of its Internet subscribers.

Belgium

The Europe Broadband division’s network in Belgium, which we refer to as' Broadband-Belgium, passed
156,600 homes and had 127,000 analog cable subscribers, 5,500 digital cablé subscribers and 35,300 Internet
subscribers as of December 31, 2005. Its operations are located in certain areas of Leuven and Brussels, the
capital city of Belgium. Broadband-Belgium’s network is fully upgraded to two-way capability, with all of its
video cable subscribers served by a network with a bandwidth of 860 MHz.

Broadband-Belgium’s analog cable service, consisting of 4ll Belgium terrestrial channels, regional channels
and selected European channels, offers a basic package of 41 channels in Brussels and 40 channels in Leuven. .
In Leuven, Broadband-Belgium also offers an expanded analog cable package, including a “starters pack™ of
three channels that can be upgraded to 15 channels. This programming generally includes a selection of
European and United States thematic satellite channels, including sports, kids, nature, movies and general
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entertainment channels. Broadband-Belgium also distributes three premium channels that are provided by

Telenet (Prime) in Leuven. In the B;

S.A., a digital pay television package

Broadband-Belgium offers five tiers of

ranging from 256 Kbps to 16 Mbps as
also receive Internet access service, r

Poland

russels area, Broadband-Belgium also offers, in cooperation with BeTV
consisting of 6 premium channels and 58 thematic channels.

chello brand high-speed Internet access service with download speeds
well as a student package. Sixteen percent of its video cable subscribers
epresenting 61% of its Internet subscribers.

|

The Europe Broadband division’s net,tworks in Poland, which we refer to as Broadband-Poland, passed

[l

1.9 million homes and had one million analog cable subscribers, 122,500 Internet subscribers and 1,200
telephony subscribers as of December 31, 2005. Broadband-Poland’s subscribers are located in regional
clusters encompassing eight of the ten largest cities in Poland, including Warsaw and Katowice. Forty-nine
percent of its networks are upgraded td two-way capability, with 98% of its video cable subscribers served by a
network with a bandwidth of at leaslt 550 MHz. Broadband-Poland continues to upgrade portions of its
network that have bandwidths below 550 MHz to bandwidths of at least 860 MHz and anticipates to upgrade

Il

a further 20% of ‘all homes passed in 2006.

Broadband Poland offers analog cable §ubscr1bers three packages of cable television service. Its lowest tier, the
broadcast package, includes four to 12 channels and the intermediate package includes 13 to 22 channels.
Eighteen percent of the homes served by Broadband-Poland’s network subscribe to lifeline analog cable service
only. The higher tier, the full package, lincludes the broadeast package, plus up to 30 additional channels with
such themes as sports, kids, science/ e‘ducahonal news, film and music. For an additional monthly charge,
Broadband-Poland offers two premlumr television services, the HBO Poland service and Canal+ Multiplex, a

Polish-language premium package of ﬂ]lrec movie, sport and general entertainment channels.

Broadband-Poland offers five different tiers of chello brand high-speed Internet access service in portions of its

network with download speeds ranging|
been aggressively expanding its Interne
its offering of Internet access services
subscribers also receive its Internet ser

During the fourth quarter of 2005, Broa

from 256 Kbps to 12 Mbps. Throughout 2005, Broadband-Poland has
t ready network in Warsaw, Krakow, Gdansk and Katowice to extend
to more of its existing cable footprint. Ten percent of its video cable
vice, representing 82% of its Internet subscribers.

dband-Poland rolled out VoIP multi-feature telephony services to 43%

of its homes passed. Broadband-Pola

Approximately 0.1% of Broadband- P

i

nd offers basic dial tone service as well as value-added services.
oland’s video cable subscnbers also receive its telephony service,

representmg 98% of its telephony subscnbers

Hungary

The Europe Broadband division’s netw
million homes and had 731,400 ana

subscribers and 108,200 telephony subsg

upgraded to two-way capabrhty, with 64
of at least 750 MHz.

Broadband-Hungary offers up to four
channels) and two premium channels,

rks in Hungary, which we refer to as Broadband-Hungary, passed one
og cable subscribers, 171,100 DTH subscribers, 135,200 Internet
ribers, as of December 31, 2005. Eighty-six percent of its networks are
% of its video cable subscribers served by a network with a bandwidth

tiers of analog cable programming services (bet'ween four and 60
depending on the technical capability of the network. Five percent of

the homes served by Broadband- Hun‘garys network subscribe to the lifeline analog cable service only.
Programming consists of the national H}mgarran terrestrial broadcast channels and selected European satellite

and local programming that consists of\ proprietary and third party channels.

Broadband-Hungary offers three tiers oq chello brand high-speed Internet access service with download speeds
ranging from 512 Kbps to 3 Mbps. Broadband Hungary provides these broadband Internet services to 126,200
subscribers in 18 cities, including Budapest It also had 9,000 ADSL subscribers at December 31, 2005, on its

twisted copper pair network located m,‘ the southeast part of Pest County. Ten percent of its video cable
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subscribers also receive its Internet service, representing 56% of its Internet subscribers. Five percent of its
Internet subscribers subscribe to telephony services, but not to its video cable services.

Broadband-Hungary offers traditional switched telephony services over a twisted copper pair network in the
southeast part of Pest County. Broadband-Hungary offers VoIP telephony services over its cable network in
Budapest. As of December 31, 2005, Broadband-Hungary’s telephony subscribers included 46,300 VoIP
customers. Nine percent of Broadband Hungary’s video cable subscribers also receive its telephony service
representing 61% of its telephony subscribers. Six percent of its telephony subscribers subscribe to its Internet
services, but not to its video cable services.

Czech Republic

The Europe Broadband division’s network in the Czech Republic, which we refer to as Broadband-Czech,
passed 743,000 homes and had'298,300 analog cable subscribers, 112,500 DTH subscribers and 75,600
Internet subscribers as of December 31, 2005. Its operations are located in more than 80 cities and towns in
the Czech Republic, including Prague and Brno, the two largest cities in the country. Fifty-four percent of its
networks are upgraded to two-way capability, with 51% of its video cable subscribers served by a network with
a bandwidth of at least 860 MHz. Broadband-Czech offers two tiers of analog cable programming services,
with up to 31 channels, and two premium channels. Twenty-two percent of the homes served by Broadband-
Czech’s network subscribe to the lifeline analog service only.

Broadband-Czech offers four tiers of chello brand high-speed Internet access service with download speeds
ranging from 256 Kbps to 6 Mbps. Ten percent of its video cable subscribers also receive its Internet service,
representing 73% of its Internet subscribers.

Romania

The Europe Broadband division’s networks in Romania, which we refer to as Broadband-Romania, passed
1.9 million homes and had 1.3 million analog cable subscribers 4,000 digital cable subscribers, 55,200 Internet
subscribers and 18,500 telephony subscribers, as of December 31, 2003. Broadband-Romania’s systems served
nine of the top 12 cities in Romania with 54% of its subscriber base in nine cities. Forty-nine percent of its
networks are upgraded to two-way capability, with 65% of its video cable subscribers served by a network with
a bandwidth of at least 600 MHz. Broadband-Romania continues to upgrade its medium size systems to
600 MHz. - '

Broadband-Romania offers analog cable service with 24 to 40 channels in all of its cities, which include
Romanian terrestrial broadcast channels, European satellite programming and regional local programming. .
Three extra basic packages of six to 18 channels each and Premium Pay TV (HBO Romania, Telesport and
Adult) are offered in the main cities.

Broadband-Romania offers three tiers of high-speed Internet access service branded UPC and Astral Online
with download speeds ranging from 256 Kbps to 1.5 Mbps. Four percent of its video cable subscribers also
receive its Internet service, representing 97% of its Internet subscribers.

During the fourth quarter of 2005, Broadband-Romania extended the "VoIP telephony deployment of its
acquired subsidiary Astral to its own networks and has rolled out VoIP multi-feature telephony services to 34%
of its homes passed in the aggregate. Broadband-Romania offers basic dial tone service as well as value-added.
services. One percent of Broadband-Romania’s video cable subscribers also receive its telephony service
representing 100% of its telephony subscribers. ‘

Broadband-Romania, through Astral, also offers a wide range of voice, leased line and high speed broadband
data products to 4,000 large business customers and over 9,000 small office at home or “SOHO” customers.

Slovak Republic

The Europe Broadband division’s network in the Slovak Republic, which we refer to as Broadband-Slovak,
passed 429,200 homes and had 256,900 analog cable subscribers, 17,300 DTH subscribers, 28,300 MMDS
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subscribers and 20,800 Internet subseribers as of December 31, 2005. Fifty-five percent of its networks are
upgraded to two-way capability, with 52% of its video cable subscribers served by a network with a bandwidth
of at least 750 MHz. In some areas hke Bratislava, the capital city, its network is 99% upgraded to two-way
capability. ‘1)

. |

Broadband-Slovak offers two tiers oﬁ‘; analog cable service and three premium services. Its lower-tier, the
lifeline package, includes four to nine‘{channels. Fifteen percent of the homes served by Broadband-Slovak’s
network subscribe to the lifeline analog service only, Broadband-Slovak’s most popular tier, the basic package,
includes 16 to 42 channels that gen%rally offer -all Slovak terrestrial, cable and local channels, selected
European satellite programming andlk other third-party programming. For an additional monthly charge,
Broadband-Slovak offers three premu[un services — HBQO, Private Gold and the UPC Komfort package
consisting of six thematic third-party ?\hannels

I '
In Bratislava, Broadband-Slavak offets five tiers of chello brand high-speed Internet access service with
download speeds ranging from 256 Kb}'?s to 4 Mbps. Seven percent of its video cable subscribers also receive
Internet access service, representing 801% of its Internet subscribers.

Slovenia (\

The Europe Broadband division’s network in Slovenia, which we refer to as Broadband-Slovenia, passed
125,300 homes and had 108,300 analog cable subscribers and 18,100 Internet subscribers at December 31,
2005. Sixty-three percent of its networks are upgraded to two-way capability, with 100% of its analog cable
subscribers served by a network with a bandwidth of at least 860 MHz. Broadband-Slovenia systems mainly
serve Ljubljana, the capital city. .l\

Broadband-Slovenia’s most popular tler the basic package includes on average 50 video and 20 radio
channels and generally offers all Sloveman terrestrial, cable and local channels, selected European satellite
programming and other third-party pro\grammlng For ‘an addmonal monthly charge, Broadband-Slovenia
offers one premium movie service.

Broadband-Slovenia offers five tiers of high -speed Internet access service with download speeds ranging from
256 Kbps to 5 Mbps. Seventeen percent of its vidéo cable subscribers also receive Internet access service,
representing 98% of its Internet subscnb\ers

chellomedia and Other \\\
UGC Europe’s chellomedia division providcs interactive digital products and services, produces and markets

thematic channels, operates a digital media center, operates a competitive local exchange carrier business
p g P p g

under the brand name Priority Telecom arwlid owns or manages our investments in various businesses in Europe.
Below is a description of the operations df the chellomedia division: J
e Interactive Services. Interacnve tc‘\?levmlon services and entertainment accessed over the Internet are
both expected to play a agmﬁcant\\role in the Europe Broadband division’s businesses. chellomedia’s
Interactive Services division develops and delivers applications and services for television and personal
computers. For television, these include electronic program guides, interactive portals and enhanced
services such as multiscreen maosaics. For the web, the division’s services include entertainment portals
across the Europe Broadband fogtpnnt video on demand to personal computers and television
streaming to personal computers. Th1s group aggregates content for the interactive television and web
portals, publishes these portals and handles the group’s business relationships with partners in
advertising and sponsorship and sells television and web services to third parties. Interactive services

have been launched by Broadband-Netherlands and Broadband-Austria, as discussed above.
« Programming. chellomedia’s progrlamming operations include the following:

Transactional Television. Transacnonal television is another component of the Europe Broadband
division’s digital service offerings and currently offers 56 channels of NVOD programming through
Broadband-Netherlands and Broadband-Austria, 32 channels of NVOD programming through Broad-
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band-Sweden, and 16 channels of NVOD programming through Broadband-Switzerland. Transac-
tional television provides digital customers with a wide range of Hollywood blockbusters and other
movies. Transactional television is also in the process of developing VOD services for the Europe
Broadband division and third-party cable operators. The VOD service will provide VOD subscribers
with enhanced playback functionality and will give subscribers access to a broad array of on-demand
programming, including movies, live events, local drama, music videos, kids programming and adult
programming.

Global Thematics. chellomedia produces and markets a number of widely distributed multiterritory
thematic channels. These channels target the following genres: extreme sports and lifestyles (Ex-
treme )., Horror films (Horror), real life stories (RealityTV), women’s information and entertainment
(Club and Romantica) and art house basic movies (Europa Europa). In addition, chellomedia has a
channel representation business, which represents both wholly owned and third party channels across
Europe. In January 2005, chellomedia acquired an 87.5% interest in Zone Vision, which owns and
operates three of our thematic programming channels.

chellomedia Benelux. With the acquisition of the content businéss of Canal+ Netherlands in October
2005, chellomedia now delivers a premium sports channel (Sport 1) and a premium movie channel
(Film 1) in The Netherlands.

The channels originate from chellomedia’s digital media center, or “DMC,” located in Amsterdam.
The DMC is a technologically advanced production facility that services Europe Broadband and third-
. party clients with channel origination, post-production and satellite and fiber transmission. The DMC
delivers high-quality, customized programming by integrating different video elements, languages
(either in dubbed or sub-titled form) and special effects, then transmits the final product to various
customers in numerous countries through affiliated and unaffiliated cable systems and DTH platforms.

chellomedia Iberia. In November 2005, chellomedia acquired the remaining 50% interest in IPS that
it did not already own, which owns and manages a suite of seven thematic channels carried on most
major pay television platforms in Spain and Portugal. IPS has five wholly owned thematic channels
(Canal Hollywood, Odisea, Sol Musica, Panda and Canal Cocina) and two joint venture channels with
A&E (Canal de Historia and The Biography).

Priority Telecom. Priority Telecom NV (Priority Telecom) is a facilities-based business telecommu-
nications provider that provides voice services, high-speed Internet access, private data networks and
customized network services to over 7,800 business customers primarily in its core metropolitan
markets in The Netherlands, Austria and Norway. The current direct and indirect shareholding of
chellomedia in Priority Telecom is 62% of the outstanding ordinary shares and, as a result of
chellomedia’s holding, directly or indirectly, of 100% of Priority Telecom’s A shares and convertible
preference shares, 98% of the total issued share capital. In February 2006, chellomedia announced that
it intends to make a cash offer for the outstanding ordinary shares of Priority Telecom that it does not
. already own. This offer is subject to certain conditions, including receipt of a fairness opinion.

Investments. chellomedia is an investor in branded equity ventures for the development of country-
specific programming, including Xtra Music, MTV Networks Polska, Fox Kids Poland and Sports [.
" chellomedia also owns or manages UGC Europe’s minority interests in other European businesses.
These include a 25% interest in PrimaCom AG, which owns and operates a cable television and
broadband network in Germany; a 50% interest in Melita Cable PLC, the only cable television and
"broadband network in Malta; a 25% interest in Telewizyjna Korporacja Partycypacyjna S.A., a DTH
programming platform in Poland; and the indirect investment in Telenet, which is the largest provider
of broadband cable services in Belgium and which investment is described below.

chellomedia Investments purchased 7.7 million shares of Telenet in its initial public offering that
. closed in October 2005. As a result of the purchase, chellomedia Investments and Belgian Cable
‘Investors, a partnership majority owned and controlled by our indirect wholly owned subsidiary Belgian
Cable Holdings, increased their combined economic ownership in the ordinary shares of Telenet from

I-18




14.1% to 19.89%. In addition, Belgran Cable Investors holds certain call options, expiring in 2007 and
2009 (subject to earlier exprratron in certain circumstances), to acquire an additional 10.1% and 15.3%,
respectively, of the outstandrng equity of Telenet from existing shareholders. The call options are
priced at €20 per share as to 6 8 million shares and €25 per share as to 18.7 million shares.

Belgian Cable Investors holdls[ its indirect 12.18% interest in Telenet common stock through two
entities, which we refer to as the Investcos. The Investcos hold in the aggregate 12.86% of the Telenet
common stock. Through a shareholders agreement among Belgian Cable Investors and the other
unaffiliated investors in the Invwestcos Belgian Cable Investors controls the voting and disposition of the
Telenet common stock owned by the Investcos, plus an additional 0.93% of the Telenet common stock
directly owned by certain of the other investors in the Investcos for a total of 13.79% of the Telenet
common stock. Through these‘ arrangements and chellomedia Investment’s ownership of 7.71% of the
Telenet common stock purchased in the Telenet initial public offering, we control, subject to the
shareholders agreement in effect between the Investcos, Belgian Cable Investors and certain other
large shareholders of Telenet, the voting and disposition of 21.5% of the currently outstanding common
stock in Telénet. w

We hold 78.4% of the common equity interests and 100% of the preferred equity interests in Belgian
Cable Investors. Pursuant to an agreement with the unaffiliated investor that holds the remaining
21.6% of the common interests in Belgian Cable Investors, such investor has the right to require
Belgian Cable Holdings to p\lrchase all of such interest in Belgian Cable Investors for the then
appraised fair value of such interest during the first 30 days of every six-month period beginning in
December 2007. Belgian Cable Holdings has the corresponding right to require the investor to sell all
of its interest in Belgian CablelInvestors to Belgian Cable Holdings for the appraised fair value during
 the first 30 days of every six-month period following December 2009. In addition, the Investco
. shareholders agreement and th‘e Telenet shareholders. agreement both contain rights of first offer and
rights of first refusal that run for the benefit of Belgian Cable Investors and the Investcos, respectively,

. . \ ..
and in some circumstances burden their interests.

Japan

Our Japanese operatlons are conducted primarily through Super Media and its subsidiary J:COM, and
through Jupiter TV. As of Decembet 31, 2005, we owned a 58.66% controlling ownership interest in Super
Media and Super Media owned a 62. éS% controlling ownership interest in J:COM. As described above under
“Recent Developments”, we began accountlng for Super Media and J:COM as consolidated subsidiaries,

effective as of January 1, 2005. As of ‘December 31, 2005, we owned a 50% ownership interest in our affiliate
Jupiter. TV, \’

Jupiter Telecommunications Co., L“td.

J:COM is a leading broadband provide”:r of bundled entertainment, data and communication services in Japan.
J:COM is currently the largest multlple system operator, or “MSO”, in Japan, as measured by the total
number of homes passed and customers J:COM passed 7.3 million homes and had one million analog cable
subscribers, 620,800 digital subscrlbers 864,200 Internet subscribers and 911,300 telephony subscribers at
December 31, 2005. J:COM operate‘s its broadband networks through 19 managed local cable companies,
which J:COM refers to as its man]‘ aged franchises, 17 of which were consolidated subsidiaries as of
December 31, 2005. J:COM owns a %5% equity interest and a 50% equity interest in its twe unconsolidated
managed franchises. J:COM’s two unconsolidated managed franchises served 111,400 video cable subscribers

(analog and digital), 47,600 Internet subscribers and 59,100 telephony subscribers as of December 31, 2005.

|

Eighteen of J:COM’s managed franchises are clustered around three metropolitan areas of Japan, consisting
of the Kanto region (which includes \Tokyo) the Kansai region (which includes Osaka and Kobe) and the
Kyushu region (which includes Fukuoka and Kita-Kyushu). In addition, J:COM owns and manages a local
franchise in the Sapporo area of Japan that is not part of a cluster.
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Each managed franchise consists of headend facilities receiving television programming from satellites,
traditional terrestrial television broadcasters and other sources, and a distribution network composed of a
combination of fiber-optic and coaxial cable, which transmits signals between the headend facility and the
customer locations. Almost all of J:COM’s networks are upgraded to two-way capability, with all of its cable
subscribers served by a system with a bandwidth of 750 or 770 MHz. J:COM provides its managed franchises
with experienced personnel, operating and administrative services, sales and marketing, training, programming
and equipment procurement assistance and other management services. Each of J:COM’s managed franchises
uses J:COM’s centralized customer management system to support sdles, customer and technical services,
customer call centers and billing and collection services.

J:COM offers analog and digital cable services in all of its managed franchises. J;COM'’s basic analog service
consists of approximately 47 channels of cable programming and analog terrestrial broadcasting and broadcast
satellite channels, not including premium services. A typical channel line-up includes popular channels in the
Japanese market such as Movie Plus, a top Japanese movie channel, the Shop Channel, a home-shopping
network, J Sports 1, 2, 3 and Sporis-i, four popular sports channels, the Discovery Channel, the Golf Network,
the Disney Channel and Animal Planet, in addition to retransmission of analog terrestrial and satellite
television broadcasts. J:COM’s basic digital service currently includes approximately 66 channels of cable
programming, digital terrestrial broadcasting, and broadcast satellite channels, not including audio and data
channels and premium services. The channel line-up for the basic digital service includes 15 high-definition
channels. For an additional fee, digital cable subscribers may also receive VOD and up to nine pay-per-view
channels not available to J:COM’s analog cable subscribers. J:COM also offers both its basic analog and
digital subscribers optional subscriptions for an additional fee to premium channels, including movies, sports,
horseracing and other special entertainment programming, either individually or in packages. J:COM offers
package discounts to customers who subscribe to bundles of J:COM services. In addition to the services
offered to its cable television subscribers, J:COM also provides terrestrial broadcast retransmission services to
3.1 million additional households in its consolidated managed franchises as of December 31, 2005,

J:COM offers high-speed Internet access in all of its managed franchises through its wholly owned subsidiary,
@NetHome Co., Ltd, and through its affiliate, Kansai Multimedia Services (KMS). These Internet access
services offer downstream speeds of either 8 Mbps or 30 Mbps. At December 31, 2005, J:COM held a 25.8%
interest in KMS, which provides high-speed Internet access in the Kansai region of Japan. On January 6,
2006, KMS became a consolidated subsidiary when J:COM acquired an additional 38.2% of KMS. Since
August 2005, J:COM offers the :COM NET Hikari service for multiple dwelling units connected to
J:COM’s network by optical fiber cables. J:COM NET Hikari offers speeds up to 100 Mbps. At December 31,
2005, 77% of the Internet subscribers in J:COM’s consolidated managed franchises also received its video
cable services.

J:COM currently offers telephony services over its own network in 14 of its consolidated franchise areas. In
these franchise areas, J:COM’s headend facilities contain equipment that routes calls from the local network
to J:COM’s telephony switches, which in turn transmit voice signals and other information over the network.
J:COM currently provides a single line to the majority of its telephony customers, most of whom are
residential customers. J:COM charges its telephony subscribers a fee for basic telephony service (together
with charges for calls made) and offers additional premium services, including call-waiting, call-forwarding,
caller identification and three way calling, for a fee. At December 31, 2003, 79% of the telephony subscribers
in J;COM’s consolidated managed franchises also received video cable services. In April 2005, J:COM
launched a telephony service using VolP technology in its Sapporo franchise. In October 2005 and in
December 2005, J:COM began offering VoIP telephony service in a system in its Kansai franchise and in its
Chofu franchise, respectively.

In addition to its 19 managed franchises, J :COM owns non-controlling equity interests, between 5.5% and
20.0%, in two cable franchises and an MSO that are operated and managed by third-party franchise operators.

J:COM sources its programming through multiple suppliers including its aﬁ"ﬂiate, Jupiter TV, J:COM’s
relationship with Jupiter TV enables the two companies to work together to identify and bring key
programming genres to the Japanese market and to expedite the development of quality, programming
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services. J:COM and Jupiter TV each currently owns a 50% interest in Jupiter VOD Co., Ltd., a joint venture
formed in 2004 to obtain VOD progré'mming content to offer VOD services to J:COM franchises. J;COM
began offering VOD services to its d1g1tal customers in all of its franchises in 2005. Because J:COM is usually
a programmer’s largest cable customcr‘{m J apan J:COM is generally able to negotiate favorable terms with its
programmers. |

Our interest in J:COM is currently héld through Super Media, an entity that is owned 58.66% by us and
41.34% by Sumitomo Corporation. Puﬂsuant to the operating agreement of Super Media between Sumitomo
and us, our and Sumitomo’s entire 1nter\est in J:COM is now held through Super Media. Sumitomo and we are
generally required to contribute to Super Media any additional shares of J:COM that either of us acquires and
to permit the other party to participate in any additional acquisition of J:COM shares during the term of Super

Media.

Our interest in Super Media is held thr“ough five separate corporations, four of which are wholly owned. Four
individuals, including one of our executive officers, an officer of one of our subsidiaries and one of LMT’s
former directors, own common stock répresentmg an aggregate of 18. 75% of the common equity in the fifth
corporation, which owns a 4.3% 1nd1rcc%t interest in J:COM.

Super Media is managed by a manage)ment committee consisting of two members, one appointed by us and
one appointed by Sumitomo. The management committee member appointed by us has a .casting or tie-
breaking vote with respect to any management committee decision that we and Sumitomo are unable to agree
on, which casting vote will remain in é“ffect for the term of Super Media. Certain decisions with respect to
Super Media require the consent of both members rather than the management committee. These include a
decision to engage in any buysiness otherjthan holding J:COM shares, sell J:COM shares, issue additional units
in Super Media, make in-kind dlstnbun”ons or dissolve Super Media, in each case other than as contemplated
by the Super Media operating agreement While Super Media effectively has the ability to elect J;:COM’s
entire board, pursuant to the Super Me‘dla operating agreement, Super Media is required to vote its J:COM
shares in favor of the election to J: COM{ s board of three non-executive directors designated by Sumitomo and
three non-executive directors déSlgnate‘? by us.

Because of our casting vote, we indirectly control J:COM through our control of Super Media, which owns a
controlling interest in J:COM, and therefore consolidate J:COM’s results of operations for accounting
purposes. Super Media will be .dissolve‘”d five years after our casting vote became effective on February 18,
2005, unless Sumitomo and we mutuall)[l agree to extend the term. Super Media may also be dissolved earlier

under certain circumstances.

Jupiter TV Co., Lid.

Jupiter TV is a joint venture between Sl\lmﬂomo and us that primarily develops, manages and distributes pay
television services in Japan on a platform -neutral basis through various distribution infrastructures, principally
cable and DTH service providers, and 11nore recently, alternative broadband service providers using fiber-to-
the-home or “FTTH”, and ADSL platforms. As of December 31, 2005, Jupiter TV owned four channels
through wholly or majority-owned sub51d1anes and had investments ranging from 10% to 50% in 14 additional
channels. Jupiter TV’s majority owned\‘channels are a movie channel (Movie Plus), a golf channel (Golf
Nerwork), a shopping channel (Shop Channel, in which Jupiter TV has a 70% interest and Home Shopping
Network has a 30% interest), and a wor%‘ncn’s entertainment channel (LaLa 7V). Channels in which Jupiter
TV holds investments include four spotts channels owned by J Sports Broadcasting Corporation (J Sports
Broadcasting), which is a 34% owned|joint venture with Sony Broadcast Media Co. Ltd. (Sony),. Fuji
Television Network, Inc,, SOFTBANI? Broadmedia Corporation, Skyperfect Communications Inc. and
Itochu Corporation; Animal Planet Japaﬁz, a one-third owned joint venture with Discovery Networks and BBC
Worldwide; Discovery Channel Japan and Discovery HD through a 50% owned joint venture with Discovery
Networks; AXN Japan, a 35% owned Jomt venture with Sony; and Reality TV Japan,a 50% owned joint
venture with Zone Vision Enterprises. J upltcr TV provides affiliate sales services and in some cases advertising

sales and other services to channels in W hxch it has an investment for a fee.
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The market for multi-channel television services in Japan is highly complex with multiple cable systems, DTH
satellite platforms, and more recently, alternative broadband service providers. Cable systems in Japan served
18.2 million homes at December 31, 2005. A large percentage of these homes, however, are served by systems
(referred to as compensation systems) whose service principally consists of retransmitting free television
services to homes whose reception of such broadcast signals has been blocked. Higher capacity systems and
larger cable systems that offer a full complement of cable and broadcast channels, of which J:COM is the
largest in terms of subscribers, currently serve 5.8 million households. The majority of channels in which
Jupiter TV holds an interest are marketed as basic television services to cable system operators, with
distribution at December 31, 2003, ranging from 15.4 million homes for Shop Channel (which is carried in
many compensation systems as well as in multi-channel cable systems) to 0.6 million homes for more recently
launched channels, such as Reality TV Japan.

Each of the channels in which Jupiter TV has an interest, except for Discovery HD, is also currently offered on
SkyPerfecTV1, a digital satellite platform that delivers-approximately 180 channels a la carte and in an array
of basi¢c and premium packages, from two satellites operated by JSAT Corporation (JSAT). Each of the
channels, except for Reality TV Japan and Discovery HD, is also offered on SkyPerfecTV2, another satellite
platform in Japan, which delivers a significantly smaller number of channels. Under Japan’s complex
regulatory scheme for satellite broadcasting, a person engaged in the business of broadcasting programming
must obtain a broadcast license that is perpetual, although subject to revocation by the relevant governmental
agency, and then lease from a satellite operator the bandwidth capacity on satellites necessary to transmit the
programming to cable and other distributors and direct-to-home satellite subscribers. In the case of
distribution of Jupiter TV’s 33% or greater owned channels on SkyPerfecTV1, these licenses and satellite
capacity leases are held through its subsidiaries, Jupiter Satellite Broadcasting Corporation (JSBC) and
Jupiter Satellite Broadcasting Corporation 2 (JSBC2), except for AXN Japan and the J Sports Broadcasting
channels which hold their own licenses. The broadcast licenses and satellite capacity leases for those of Jupiter
TV’s 33% or greater owned channels that are delivered by SkyPerfecTV2 are held by four other companies
that are majority owned by unaffiliated entities. JSBC’s leases with JSAT for bandwidth capacity on JSAT’s
two satellites expire between 2006 and 2011. The leases for bandwidth capacity with ‘respect to the
SkyPerfecTV2 platform expire between 2012 and 2014. JSBC, JSBC2 and other licensed broadcasters then
contract with the platform operator, such as SkyPerfecTV, for customer management and marketing services
(sales and marketing, billing and collection) and for encoding services (compression, encoding and multiplex-
ing of signals for transmission) on behalf of the licensed channels. The majority of channels in which Jupiter
TV holds an interest are marketed as basic television services to DTH subscribers with distribution at
December 31, 2005, ranging from 3.5 million homes for Shop Channel (which is carried as a free service to all
DTH subscribers) to 0.5 million homes for more recently launched channels, such as Reality TV Japan.

Distribution of multichanne! television services in Japan, through alternative broadband platforms, such as
FTTH and ADSL, is not yet widespread. The majority of channels in which Jupiter TV holds an interest are
marketed as basic television services to alternative broadband subscribers with distribution at December 31,
2005, ranging from 0.1 million homes for Shop Channel (which is carried as a free service to broadband
television subscnbers) to 0.01 million homes for lesser distributed channels, such as Movie Plus.

Jupiter TV operates Jup1ter VOD, a 50% owned joint venture with J:COM, which has access to 0.6 million
VOD-enabled digital cable subscribers at December 31, 2005. Jupiter TV also operates Online TV, a'55%
owned joint venture with SECOM Co. Ltd,, Tohokushinsha Film Corporation and Nikkei Shinbun. Online
TV is a content aggregation platform for broadband television services supplying channels, including the
majority of channels'in which Jupiter TV holds an interest, to several Internet service providers.

Eighty-six percent of Jupiter TV’s consolidated revenue for 2005 was attributable to retail revenue generated
by the Shop Channel. Cable operators are paid distribution fees to carry the Shop Channel, which are either
fixed rate per subscriber fees or the greater of fixed rate per subscriber fees and a percentage of revenue
generated through sales to the cable operator’s viewers. SkyPerfecTV is paid a fixed rate per subscriber
distribution fee to provide the Shop Channel to its DTH subscribers. Alternative broadband platforms are also
paid a fixed rate fee per subscriber that is able to view Shop Channel through their platform. After Shop
Channel, J Sports Broadcasting’s four sports channels generate the most revenue of the channelsin which
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Jupiter TV has an interest. The maj
Currently, advertising sales are not a

ority of this revenue is derived from cable and satellite subscriptions.
significant component of Jupiter TV’s revenue.

Sumitomo and we each own a 50% interest in Jupiter TV. Pursuant to a stockholders agreement we entered
into with Jupiter TV and Sumitorﬁio, Sumitomo and we each have preemptive rights to maintain our
respective equity interests in Jupiter TV, and Sumitomo and we each appoint an equal number of directors
provided we maintain our equal ownership interests. No board action may be taken with respect to certain
material matters without the unammhus approval of the directors appointed by us and Sumitomo, provided
that Sumitomo and we each own 30%) of Jupiter TV’s equity at the time of any such action. Sumitomo and we
each hold a right of first refusal with ri,espect to the other’s interests in Jupiter TV, and Sumitomo and we have
each agreed to provide Jupiter TV wiﬁh a right of first opportunity with respect to the acquisition of more than
a 10% equity position in, or the management of or any similar participation in, any programming business or
service in Japan and any other country to which Jupiter TV distributes 1ts signals, in each case subject to

specified hmrtanons

Japan — Other

We also own an interest in Mediatti Communications, Inc. (Mediatti), a provider of cable television and high
speed Internet access services in Japan that served 102,500 video cable subscribers (analog and digital) and
58,500 Internet subscribers at December 31, 2005. Our interest in Mediatti is held through Liberty Japan MC,
LLC (Liberty Japan MC), a company of which, as of December 31, 2005, we owned 94.6% and Sumitomo
owned 5.4%.

At December 31, 2005, Liberty Japan MC owned a 36.4% voting interest in Mediatti and an additional 6.64%
interest that had limited veto rights. IIn January 2006, Liberty Japan MC.converted its limited voting shares .
into ordinary common shares. In Felj?ruary 2006, Liberty Japan MC acquired additional shares of Mediatti
increasing its voting interest to 46. 09% all of which now consists of ordinary common shares. As of February

2006, we owned 95.2% of Liberty J apan MC and Sumitomo owned 4.8%. Until February 2006, Sumitomo had

the option to increase its ownership in

|
Liberty Japan MC, Olympus Medla

entered into a shareholders agreemen
Mediatti’s seven directors and which
director nominated by Liberty Japan

The Mediatti shareholders who are

terest in Liberty Japan MC to up to 50% but did not exercise that option.

com L.P. (Olympus) and two minoriry shareholders of Mediatti have
pursuant to which Liberty Japan MC has the right to nominate three of
requires that significant actions by Mediatti be approved by at least one
MC.
|

party to the shareholders agreement have granted to each other party
an 10% a right of first refusal with respect to transfers of their respective

whose ownership interest is greater th[
interests in Mediatti. Each shareholdJer also has tag- along rights with respect to such transfers. Olympus has a
put right that is first exercisable during July 2008 to require Liberty Japan MC to purchase all of its Mediatti
shares at fair market value. If Olympus exercises such right, the two niinority shareholders who are party to
the shareholders agreement may alsto require Liberty Japan MC to purchase their Mediatti shares at- fair
market value. If Olympus does nof exercise such right, Liberty Japan MC has a call right that is first
exercisable during July 2009 to requlre Olympus and the minority shareholders to sell their Mediatti shares to
Liberty Japan MC at the then fair market value. If both the Olympus put right and the Liberty Japan MC call
right expire without being exercised ‘durmg the first exercise period, either may thereafter exercise its put or
call right, as applicable, until October 2010.

H

Our operations in the Americas are cuonducted primarily through our 80% owned subsidiary VIR in Chile and
our wholly owned subsidiary Liberty HCablevrsron of Puerto Rico. We also have subsidiaries that are broadband
providers operating in Brazil and Peﬁu and a joint venture interest in MGM Networks Latin America and a
subsidiary in Argentina, both of which offer programming content to the Latin America market. Our partner

in VIR, CCC, has a put right whrch‘ will allow CCC to require us to purchase all, but not less than all, of its

20% interest in VTR at fair value, subject to a minimum price, such put right being exercisable beginning on
April 13, 2006 and ending on April

The Americas

13, 2015.

|
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VTR GlobalCom S.A.

Our primary Latin American operation, VIR, is Chile’s largest multi-channel television provider in terms of
homes passed and number of subscribers, ‘and is a leading high-speed Internet access provider, and Chile’s
second largest provider of residential telephony services in terms of lines in service. VIR provides services in
Santiago, Chile’s largest city, the large regional cities of Iquique, Antofagasta, Concepcion, Vifia del Mar,
Valparaiso and Rancagua, and smaller cities across Chile. VTR’s network passed 2.2 million homes and had
751,200 analog cable subscribers, 6,800 digital cable subscribers, 303,000 Internet subscribers and 364,700
telephony subscribers at December 31, 2005.

All of VTR’s video subscribers are served via wireline cable, with the vast majority via aerial plant. VTR’s
network is 59.2% upgraded to two-way capability with a bandwidth of 750 MHz. VTR has an approximate
89% market share of cable television services throughout Chile and an approximate 98% market share within
Santiago. VTR’s channel lineup consists of 32 to 81 channels segregated into two tiers of analog cable service:
a basic service with 32 to 68 channels and a premium service with 11 channels. VTR offers basic tier
programming similar to the basic tier program lineup in the United States, including more premium channels
such as HBO, Cinemax and Cinecanal on the basic tier. As a result, subscription to its existing premium
service package is limited because its basic analog package contains similar channels. VTR obtains
programming from the United States, Europe, Argentina and Mexico. Domestic cable television programming
in Chile is only just beginning to develop around local events such as soccer matches. VIR also offers a digital
platform with programming options similar to its analog premium service. During 2006, VTR plans to move its
premium analog customers to its digital platform. ‘

VTR offers several alternatives of always on, unlimited-use high-speed Internet access to residences and
SOHO offices under the brand name Banda Ancha in 30 communities within Santiago and 19 cities outside
Santiago. Subscribers can purchase one of 17 services with download speeds ranging from 128 Kbps to
10 Mbps. For a moderate to heavy Internet user, VIR’s Internet service is generally less expensive than a
dial-up service with its metered usage. To provide more flexibility to the user, VTR also offers Banda Ancha
Flex, where a low monthly flat fee includes the first 200 minutes, with metered usage above 200 minutes.
Thirty-three percent of VTR’s video cable subscribers also receive Internet service, representing 83% of its
Internet subscribers.

VTR offers telephony service to customers in 25 communities within Santiago and 18 cities outside Santiago.
VTR offers basic dial tone service as well as several value-added services. VTR primarily provides service to
residential customers who require one or two telephony lines. It also provides service to SOHO customers.
VTR also offers telephony services to its two-way homes passed by applying VoIP. Fourteen percent of VTR’s
telephony subscribers are served using VolP technology. Thirty-three percent of VTR’s video cable
subscribers also receive telephony service, representing 68% of its telephony subscribers. '

VTR is subject to certain regulatory conditions as a result of the combination with Metropolis in April 2005.
The most significant conditions require that the combined entity (i) re-sell broadband capacity to third party
Internet service providers on a wholesale basis; (ii) activate two-way to two million homes passed within five
years from the consummation date of the combination; and (iii) for three years after the consummation date
of the combination, limit basic tier price increases to the rate of inflation, plus a programming cost escalator.
In December 2005, the Subsecretaria de Telecomurnicaciones of Chile awarded VTR regional concessions for
wireless local telephone service in the frequency band of 3400-3600 MHz. Using this spectrum, VTR plans to
offer broadband telephony and data services through Worldwide Interoperability for Microwave Access
(WiMax) technology. WiMax is a wireless alternative to cable and DSL for the last mile of broadband access.
WiMax will allow VTR to expand its service area by 1.3 million homes and increase the number of two-way
homes passed by 540,000 on a more cost-effective basis than cable. The issuance of the WiMax license has,
however, been challenged by a third party. VTR believes the challenge is without merit but it may delay its
construction plans for WiMax.
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Regulatory Matters S
 Overview

Video distribution, Internet, telephony and content businesses are regulated in each of the countries in which
we operate. The scope of regulation |varies from country to country, although in some significant respects
regulation in European markets is harmomzed under the regulatory structure of the European Union or “EU.”
Adverse regulatory developments could subject our businesses to a number of risks. Regulation could limit
growth, revenue and the number arﬁd types of services offered. In addition, regulation may restrict our
operations and subject them to further competitive pressure, including pricing restrictions, interconnect and
other access obligations, and restnctu?ns or controls on content, including content provided by third parties.
Fallure to comply with current or fut\lee regulation could expose our businesses to vanous penalties.

Foreign regulations affecting dlstnbunon and programmmg businesses fall into several general categories. Our
businesses are generally required to obtain licenses, permits or other governmental authorizations from, or to
notify or register with, relevant local 01‘1_ regulatory authorities to own and operate their respective distribution
systems and to offer services across the‘m In some countries, these licenses and registrations are non-exclusive
and of limited duration. In' most courlltnes where we provide video programming services, we must comply
with restrictions on programming contf\;\nt Local or national regulatory authorities in some countries where we
provide video services also impose pricing restrictions and subject certain price increases to prior approval or
subsequent control by the relevant loc:\al or national authority.
Europe \\

Austria, Belgium, Cyprus, the Czecl} Republic, Denmark, Estonia, Finland, France, Germany, Greece,
Hungary, Ireland, Italy, Latvia, Lithuania, Luxenibourg, Malta, The Netherlands, Poland, Portugal, Slovakia,
Slovenia, Spain, Sweden and the Unlteg Kingdom are Member States of the EU. As such, these countries are
required to ‘enact national legislation that implements EU directives.” Although not an EU Member State,
Romania is seeking to join the EU in 2007 and its laws are strongly influenced by EU directives since it will
need to comply with these directives 1r“1 order to join the EU. As a result, most of the markets in Europe in
which our businesses operate have bc‘en significantly affected by the regulatory framework that has been
developed by the EU. The exception tojthis is Switzerland, which is not an EU Member State and is currently

not seeking any such membership. Regulatxon in Switzerland is discussed separatcly below.

l\
Communications Services and Competztzon Directives

A number of legal measures, which yve refer to as the Directives, have revised the regulatory regime
concerning communications services across the EU. They include the following:

+ Directive for a New Regulatory) Framework for Electronic Commumcanons Networks and Services
(referred to as the Framework Directive);

« Directive on the Authorization of Electronic Communications Networks and Services (referred to as
the Authorization Directive); ‘

* Directive on Access to and Interconnection of Electronic Communications Networks and Services
(referred to as the Access Direc‘(tive);

+ Directive on Universal - Service \‘ and Users’ Rights relating to Electronic Networks and Services
(referred to as the Universal Service and Users’ Rights Directive);

« Directive on Privacy and Electronic Communications (referred to as the Privacy Directive); and

Directive on Competition in the Markets for Electronic Communications and Services (referred to as
the Competition Directive). ‘ ‘ ' ‘

In addition to the Directives, the Europ“ean Parliament and European Council made a decision intended to
ensure the efficient use of radio spectru-‘\m within the EU. Existing EU member countries were required to
implement the Framework, Authorizatio?, Access and the Universal Service and Users’ Rights Directives by
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July 25, 2003. The Privacy Directive was to have been implemented by October 31, 2003. The Competition
Directive is self-implementing and does not require any national measures to be adopted. The 10 countries
that joined the EU on May 1, 2004 were to ensure compliance with the Directives as of the date of accession.
Measures seeking to implement the Directives are in force in most Member States. Of those EU countries in
which we operate, only Belgium still needs to bring into force laws seeking substantially to implement the
Directives.

The Directiv8s seek, among other things, to harmonize national regulations and licensing systems and further
increase market competition. These policies seek to harmonize licensing procedures, reduce administrative
fees, ease access and interconnection, and reduce the regulatory burden on telecommunications companies.
Another important objective of the new Directives is to implement one new regime for the development of
communications networks and communications services, including the delivery of video services, irrespective
of the technology used. '

Many of the obligations included within the Directives apply only to operators or service providers with
“Significant Market Power” (SMP) in a relevant market. For example, the provisions of the Access Directive
allow Member States to mandate certain access obligations only for those operators and service providers that
are deemed to have SMP. For purposes of the Directives, an operator or service provider will be deemed to
have SMP where, either individually or jointly with others, it enjoys a position of significant economic strength
affording it the power to behave to an appreciable extent independently of competitors, customers and
consumers.

As part of the implementation of certain of the Directives, the National Regulatory Authority or “NRA” is
obliged to analyze 18 markets predefined by the Commission of European Communities (EC Commission) to
determine if any operator or service provider has SMP. Such markets are referred to as the 18 predefined
markets. We have been found to have SMP in some markets in some countries and further such findings are
possible. In particular, in those markets where we offer telephony services, we will often be found to have SMP
in the termination. of calls on our own network. In addition, in some countries we may be found to have SMP
in the wholesale distribution of television channels. Some national regulators may also seek to find that we
have SMP in the wholesale broadband Internet market. Although we would vigorously dispute this last
finding, there can be no assurance that such finding will not be made. NRAs might also seek to define us as
having SMP in another of the 18 predefined markets or define and analyze additional markets, such as the
retail market for the reception of radio and television packages. In the event that we are found to have SMP in
any particular market, a NRA could impose certain conditions on us to prevent abusive behavior by us.

Under the Directives, the EC Commission has the power to veto the assessment by a NRA of SMP in any
market not set out in their predefined list as well as any finding by a NRA of SMP in any market whether or
not it is set out in the list.

Certain key elements introduced by the Directives are set forth below, followed by a discussion of certain other
regulatory matters and a description of regulation for five countries where we have large operations. This
description in not intended to be a comprehensive description of all regulation in this area.

Licensing. Individual licenses for electronic communications services are not required for the operation of an
electronic communications network or the offering of electronic communications services. A simple registra-
tion is required in these cases. Member States are limited in the obligations that they may place on someone
who has so registered; the only obligations that may be imposed are spemﬁcally set out in the Authorizations

Directive.

Access Issues. The Access Directive sets forth the general framework for interconnection of, and third party
access to, networks, including cable networks. Public telecommunications network operators are required to
negotiate interconnection agreements on a non-discriminatory basis with each other. In addition, some specific
obligations are provided for in this Directive such as an obligation to distribute wide-screen television
broadcasts in' that format and certain requirements to provide access to conditional access systems. Other
access obligations can be imposed on operators identified as having SMP in a particular market. These
obligations are based on the outcomes that would occur under general competition law.
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“Must Carry” Requirements. In mo%t countries where we provide video and radio services, we are required
to transmit to subscribers certain “must carry” channels, which generally include public national and local
channels. In some European countrieé, we may be obligated to transmit quite a large number of channels by
virtue of these requirements. Until rc%:ently, there was no meaningful oversight of this issue at the EU level.
This changed when the Directives came into effect. Member States are only permitted to impose must carry
obligations where they are necessary ”to meet clearly defined general interest objectives and where they are
proportionate and transparent. Any such obligations must be subject to periodic review. It is not clear what
effect this new rule is having in practice but we expect it to lead to a reduction of the size of must-carry
packages in some countries. ‘ : ‘

‘ng Restrictions. Under the Directives, we may face various consumer
a dominant position in a particular market. However, before the
implementation of the Directives, local or national regulatory authorities in many European countries where
we_provide video services already impf sed pricing restrictions. This is often a contractual provision rather than
a regulatory requirement. Often, thjcla relevant local or national authority must approve basic tier price
increases. In certain countries, price irﬁcreases will only be approved if the increase is justified by an increase in
costs associated with providing the service or if the increase is less than or equal to the increase in the
consumer price index, or “CPI”. Evjjen in countries where rates are not regulated, subscriber fees may be
challenged if they are deemed to constitute anti-competitive practices.

. |
Other. Our European operating corrirpanies must comply with both specific and general legislation concern-
ing data protection, data retention, content provider liability and eleétronic commerce. These issues are

broadly harmonized or being considej‘,red for harmonization at the EU level. For example, the EU recently
agreed a new Directive on data retention, which will likely increase the amount of data we must store for law

Consumer Protection Issues and Prici
protection restrictions if we are in

enforcement purposes and the length

In late 2005, the EC Commission a

described above. In early 2006, they .
review will progress through 2006 and

of time we must store it.

innounced a call for input on a review of the regulatory framework
ade comments on their future views of the 18 predefined markets. Their
at some point, may lead to fresh EU level legislation and/or a review of

the list of the 18 predefined market

5. Any such processes could lead to material changes in the regime
described above. ‘

Broadcasting. Broadcasting is an ar@{a outside the scope of the Directives. Generally, broadcasts originating
in and intended for reception within :?ri country must respect the laws of that country. However, pursuant to
another Directive, EU Member States are required to allow broadcast signals of broadcasters in another EU
Member State to be freely transmitted within their territory so long as the broadcaster complies with the law
of the originating EU Member State. \!An international convention extends this right beyond the EU’s borders
into the majority of territories in which we operate. This EU directive also establishes quotas for the
transmission of European-produced i'programming and programs made by European producers who are
independent of broadcasters. The EU ;}egal framework governing broadcast television currently is under review
and the EC Commission issued a proposal for a new Directive at the end of 2005. The draft will be subject to
amendment and adoption by the European Council and the European Parliament. Any new Directive adopted
by these institutions would then be transposed into the laws of the various Member States over a defined

timescale. Such a process could lead ‘to‘substantial changes in the regulation of broadcasting.

Competition Law and Other Marters

|

EU directives and national consumer protection and competition laws in many of our European markets
impose limitations on the pricing and marketing of bundled packages of services, such as video, telephony and
Internet access services. Although our businesses may offer their services in bundled packages in European
markets, they are sometimes not pe;r‘mitted to make subscription to one service, such as cable television,
conditional upon subscription to ano‘ﬁher service, such as telephony. In addition, providers cannot abuse or
enhance a dominant market position through unfair anti-competitive behavior. For example, cross-subsidiza-
tion having this effect would be prohibited.
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As our businesses become larger throughout the EU and in individual countries in terms of service area
coverage and number of subscribers, they may face increased regulatory scrutiny. Regulators. may prevent
certain acquisitions or permit them only subject to certain conditions.

Austria

Austria has a communications law that broadly transposes the Directives. The NRA is in the process of
analyzing the 18 predefined markets to determine if any operator or service provider has'SMP. We have been
found to have SMP in the call termination market on our own telecommunications network, together with all
other network operators. This has led to a system of call termination price control via benchmarking with
prices charged by the incumbent operator.

France

France has a communications law that broadly transposes the Directives. The NRA is in the process of
analyzing the 18 predefined markets to determine if any operator or service provider has SMP. We have been
found to have SMP in the call termination market on our own telecommunications network, together with all
other network operators. This has led to a variety of requirements, including the obligation to provide
interconnection and access to, and use of, specific network facilities, non-discrimination, transparency and a
prohibition against charging excessive prices.

Hungary

Hungary has a communications law that broadly transposes the Directives. The NRA has virtually finished
the process of analyzing the 18 predefined markets to determine if any operator or service provider has SMP
with the only exception of relevance to our business being the ongoing analysis of the wholesale broadcast
transmission market. The operations of our telephony subsidiary, Monor Telefon Tarsasag RT (Monor) have
been found to have SMP in the call termination and origination market on our own telecommunications
network, as well as in the markets for wholesale unbundled access and for wholesale broadband access,
together with all other similar network operators. This has led to a variety of requirements, including the need
to provide interconnection and access to, and use of, specific network facilities, non-discrimination, trans-
parency, accounting separation and price control. We are also required to produce a wholesale ADSL offer on
the Monor telecommunication network based on a discount from our retail prices.

Monor has further been found to have SMP in a variety of retail markets relating to the provision of network
access to business and to residential customers where our price increases have been capped at the rise in the
CPI and in the markets for long distance and international calls for residential and business customers where
we have been required to offer carrier pre-selection services.

The Netherlands

Historically, in many parts of The Netherlands, Europe Broadband has been a party to contracts with local
municipalities that control aspects of our Netherlands business, including, in some cases, pricing and package
composition. Most of these contracts have been eliminated by agreement, although some contracts are still in
force and under negotiation. In some cases there is litigation ongoing with certain municipalities resisting our
attempts to move away from the contracts.

The Netherlands has a communications law that broadly transposes the Directives. Onafhankelijke Post en
Telecommunicatie Autoriteit (OPTA), The Netherlands NRA, has, with one exception, finished its analysis
of the 18 predefined markets in order to determine which, if any, operator or service provider has SMP. OPTA
has concluded that we do not have SMP in The Netherlands broadband market and so no obligations have
been placed on us there.

At the end of December 2005, we were declared by OPTA to have SMP in the market related to cali
termination on our own network. Obligations imposed are to provide access to interconnecting operators on a
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transparent and reasonable basis alq:ng with tariff regulation, which will be derived from the regulated

interconnect charges of Royal KPN N V. (KPN).

As to the wholesale broadcast market‘ we have been held to have SMP in the distribution of both free to air
and pay television programming. As a\result OPTA may require us to provide access to content providers and
packagers who are seeking to distribute content over our network using their own conditional access platform,
which content is not already part of our own basic tier television offering. This access must be offered at cost
oriented prices regulated by OPTA. Further we would be obliged to grant program providers access to our
basic tier offering in certain 01rcumstances in line with current laws and regulations. OPTA has indicated that
requests for access must be reasonable" and that a request by a third party that has an alternative infrastructure

1
or that would result in dlsproport1on‘£lte use of available network capacity would not likely be considered

reasonable. We have not yet, howevi
obligations. This decision is expected

In addition, since late 2005, OPTA h
predefined markets relating to the ret
obligations it proposes to impose. The

er, seen a final decision from OPTA as to the exact scope of these
in the first quarter of 2006.

s been discussing with the EC Commission a market outside the 18

%11 delivery of radio and television packages in The Netherlands and the

proposed obligation included retail price regulation on a cost oriented

basis of the analog package, a requirement to indicate to customers which part of the subscription fees relate

to network costs and which relate to pi

rogramming costs, and a requirement to unbundle analog video services

from other services. In December 2005 the EC Commission approved OPTA’s revised proposal for regulation

!
in this retail market on the basis that

operators’ retail prices as long as the
monitoring the market, seek further p
seen a final decision from OPTA as t
quarter of 2006.

Swilzerla‘nd

As Switzerland is not a member of the
However, the liberalization of the Swi
although delayed, with liberalization ir
tions services in Switzerland was estat
tions Act and a concurrent restatement
opened both the telecommumcanons:
The RTVA regulates the operation}

programs. A distributor who creates a
license. The redistribution of programs

us to redistribute certain national and
Broadcasting Corporation. The RTVA
current with technological and market
is expected to enter into force in 2007

The transmission of voice and data
- Telecommunications Act. Such Act
independently operates a significant p

accordance with a transparent and co!
each interconnection service. We ha
Telecommunications Act, but cannot

The Telecommunications Act is curre

cation markets and to increase transpa‘

it'was limited to one year and that OPTA would not intervene in cable
e do not increase by more than the CPI increase. OPTA may, while
owers to regulate cable end-user pricing in the future. We have not yet
\0 the exact scope of proposed obligations. This is expected in the first

[

' European Union, it is not obliged to follow European Union legislation.
s telecommunications market to a certain extent has moved in parallel,
1 the EU. The current regulatory framework governing telecommunica-
lished on January 1, 1998, with the enactment of the Telecommunica-
! t of the Radio and Television Act (RTVA). This new regulatory regime
and cable television markets to increased competition.

distribution and redistribution, and receipt of radio and television
program and aims to broadcast such program requires a programming
requires a redistribution license. As in the EU, must-carry rules require
regional television and radio programs, such as programs of the Swiss
is currently undergoing a comprehensive restatement in order to keep
developments such as digitalization and convergence and a new version
. This could lead to material changes in'the Swiss regulatory regime.

information through telecommunications devices is regulated by ‘the
requires any operator that provides telecommunications services and

Wortion of a network to obtain a license. Dominant telecommunications
service providers must provide inter

connection to other providers on a non-discriminatory basis and in
st-based pricing policy, stating the conditions and prices separately for
ve not been found to have a dominant market position under the
exclude the possibility that we might be in the future.

1tly under review aiming to strengthen competition in the telecommuni-
rency for customers. If implemented as currently discussed in the Swiss

Parliament, such new legislation woul(li replace the hcensmg system by a system of notification and introduce
unbundling of the local loop for telephony and data services. Any form of unbundling, however, would be

restricted to the network of Swisscom

AG (Swisscom), the incumbent telecommunications operator. The new
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Telecommunications Act is expected to enter into force the earliest in 2006. This could lead to material
changes in the Swiss regulatory regime. :

Under the Act on the Survéillance of Prices, the Swiss Price Regulator has the power to prohibit price
increases or to order price reductions in the event a company with market power ’implements prices that are
deemed to be abusively high, unless the Swiss Price Regulator and the company can come to a mutual
agreement. For purposes of the Swiss Price Regulation Act, a price is considered to be abusively high if it is
not the result of effective competition. We are subject to price regulation regarding our analog television
offering and have entered into a contract with the price regulator that determines the retail prices for analog
television serv1ces unti] the end of 2006.

Under the Swiss Act on Cartels and other Restraints of Competition, or Cartels Act, in preliminary
proceedings we have been obliged to provide access to our network to a content provider in Switzerland that
has exclusive rights to a significant portion of the premium and sports content distributed in Switzerland.
Although the injunction has been lifted by the Federal Court, the main proceedings are pending and we may
be forced to continue allowing this third party content provider to provide its service over our network through
its own conditional access platform.

Japan

Regulation of the Cable Television Industry. The two key laws governing cable television broadcasting
services in Japan are the Cable Television Broadcast Law and the Wire Telecommunications Law. The Cable
Television Broadcast Law was enacted in 1972 to regulate the installation and operation of cable television
facilities and the provision of cable television services. The Wire Telecommunications Law is the basic law in
Japan governing wire telecommunications, and it regulates all wire telecommunications equipment, including
cable television facilities.

Under the Cable Television Broadcast Law, any business seeking to install cable television facilities with more
than 500 drop terminals must obtain a license from the Ministry of Internal Affairs and Communications,
commonly referred to as the MIC. Under the Wire Telecommunications Law, if these facilities have fewer
than 500 drop terminals,.only prior notification to the MIC is required. If a license is required, the license
application must provide an installation plan, including details of the facilities to be constructed and the
frequencies to be used, financial estimates, and other relevant information. Generally, the license holder must
obtain prior permission from the MIC in order to change any of the items included in the original license
application. The Cable Television Broadcast Law also provides that any business that wishes to furnish cable
television services must file prior notification with the MIC before commencing service. This notification must
identify the service areas, facilities and frequencies to be used (unless the facilities are owned by the provider)
and outline the proposed cable television broadcasting services and other relevant information, regardiess of
whether these facilities are leased or owned. Generally, the cable television provider must notify the MIC of
any changes to these items.

Prior to the commencement of operations, a cable television provider must notify the MIC of all charges and
tariffs for its cable television services. Those charges and tariffs to be incurred in connection with the
mandatory re-broadcasting of television content require the approval of the MIC. A cable television provider
must also give prior notification to the MIC of all amendments to existing tariffs or charges (but MIC
-approval of these amendments is not required).

A cable television provider must comply with specific guidelines, including: (1) editing standards; (2) making
its facilities available for third party use for cable television broadcasting services, subject to the availability of
broadcast capacity; (3) providing service within its service area to those who request it absent reasonable
grounds for refusal; (4) obtaining retransmission consent where retransmission of television broadcasts occur,
unless such retransmission is required under the Cable Television Broadcast Law for areas having difficulties
receiving television signals; and (5) obtaining perrmssmn to use public roads for the installation and use of

cable.
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The MIC may revoke a facility license if the license holder breaches the terms of its license; fails to comply
with technical standards set forth in, or otherwise fails to meet the requirements of, the Cable Television
Broadcast Law; or fails to implement \‘a MIC improvement order relating to its cable television facilities or its
operation of cable television services.

" Regulation of the T. elecommunications Industry. ~ As providers of high-speed Internet access and telephony,
our businesses in Japan also are subjﬁ:ct to regulation by the MIC under the Telecommunications Business
Law. The Telecommunications Business Law previously regulated Type [ and Type II carriers. Type I carriers
were allowed to carry data over telec&‘mmunications circuit facilities which they install or on which they hold
long-term' leases meeting certain criteria. Type I carriers included common carriers, as well as wireless
operators. Type 11 carriers, including telecommunications circuit resale carriers and Internet service providers,
carried data over facilities installed b)h/ others. Under the Telecommunications Business Law, Type I carriers
were allowed to offer the same kinds‘ﬂ and categories of services as Type Il carriers. Because our businesses
carry data over telecommunications circuit facilities, which they installed in connection with their telephony

and high-speed Internet access and ei;(isting cable lines, our businesses were Type I carriers.

Effective April 1, 2004, amendmentsﬁ to the Telecommunications Bus:mcss Law eliminated the distinction
between Type I (facilities-based) and Type II (service-based) carriers. Type I carriers previously were
subject to more stringent licensing and\ tariff requirements than Type II carriers. The amendments will make it
easier for entities to enter the Japanese telecommunications market, particularly those carriers who wish to
own and operate their own facilities 0%1 a limited scale. Larger carriers with facilities exceeding a certain size
will be required to register with the MIC, while smaller carriers may enter the market just by providing notice
to the MIC. The amendments also allow any carrier to discontinue business by providing notice to their users

o 1
and ex-post notification to the MIC. \‘

|

Under these amendments, carriers wh ]lJ provide Basic Telecommunications Services, defined as telecommuni-
cations that are indispensable to the lives of the citizenry as specified in MIC ordinances, will be required to
provide such services in an appropriate, fair and stable manner. Carriers providing Basic Telecommunications
Services must do so pursuant to terms and conditions and for rates that have been filed in advance with the
MIC. The MIC may order modifications to contract terms and conditions it deems inappropriate for certain
specified reasons. The terms and conditions as well as charges and tariffs for the provision of telecommunica-
tions services for Type 1 carriers were ‘strictly regulated, but under these amendments, carriers may generally
negotiate terms and conditions with their users (including fees and charges) except those relating to Basic
Telecommunications Services. ‘1 ‘

Under these amendments, interconnection with telecommiunications carriers was also deregulated. Telecom-
munications carriers, other than thos}e exceeding certain standards speéiﬁgd in the Telecomniunications
Business Law (such as Nippon Telephone & Telegraph (NTT)), may set interconnection tariffs and terms
and conditions through independent n‘TgotiationS without MIC approval. '
Telecommunication carriers that own icir telecommunication circuit facilities are required to maintain such
facilities in conformity with specified technical standards. The MIC may order a carrier that fails to meet such
standards to improve or repair its tele&i;‘:ommunication facilities. '

- The Amevicas ' ‘\

Chile ‘
Cable and telephony applications for permits and concessions are submitted to the Ministry of Transportation
and Telecommunications, which, throﬁgh the Subsecretary of Telecommunications, or Subtel, is responsible
for regulating, granting permits and concessions, registering and supervising all telecommunications providers.
Wireline cable television permits are| non-exclusive and granted for indefinite ‘terms. Wireless television
permits have renewable terms of 10 years, while telecommunication concessions (for example, for fixed or
mobile telephony) have renewable 30-year terms. Wireline -and wireless permits and concessions require
operation in accordance with a technic%l plan submitted by the licensee together with tbe permit or concession
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application. VTR has cable permits in most major and medium sized markets in Chile. Cross ownership
between cable television, Internet access and teléphony is also permitted.

In general, the General Telecommunications Law of Chile allows telecommunications companies to provide
service and develop telecommunication infrastructure without geographic restrictions or exclusive rights to
serve. Chile currently has a competitive, multi-carrier system for international and local long distance
telecommunications services. Regulatory authorities currently determine prices charged to customers for local
telecommunications services provided by incumbent local fixed telephony operators until the market is
determined to be competitive. Charges for access (prices for terminating calls in fixed or mobile networks),
other interconnection services and unbundling services are -determined for all operators, whether or not
incumbent. To date, the regulatory authorities have determined prices charged to customers by the dominant
local wireline telephony providers and the interconnection and unbundling tariffs for several other operators
(including our local telephony company). In all cases, the authorities determine a maximum rate structure
that shall be in force for a five year period. Local service providers with concessions are obligated to provide
service to all customers that are within their service area or are willing to pay for an extension to receive
service. Local providers, whether or not incumbent, must also give long distance service providers equal access
to their network connections at regulated prices. ‘

Competition

Markets for broadband distribution, including cable and satellite distribution, Internet access and telephony
services, and video programming generally are highly competitive and rapidly evolving. Consequently, our
businesses expect to face increased competition in these markets in the countries in which they operate, and
specifically as a result of deregulation in the EU. The percentage information for Europe Broadband on
market share is based on information published by Screen Digest and Dataxis for the third quarter of 2005.
For Japan, all percentage information on market share is based on information obtained from the website of
the Japanese Ministry of Internal Affairs and Communications. For Chile, the percentage information is based
on internal market studies, information obtained from public filings by competitors and market information
published by the International Data Corporation. '

Broadband Distribution
Video Distribution

Our businesses compete directly with a wide range of providers of news, information and entertainment
programming to consumers. Depending upon the country and market, these may include: (1) over-the-air
broadcast television services; (2) DTH satellite service providers (systems that transmit satellite signals
containing video programming, data and other information to receiving dishes of varying sizes located on the
subscriber’s premises); (3) satellite master antenna television systems, commonly known as SMATVs, which
generally serve condominiums, apartment and office complexes and residential developments; (4) MMDS
operators; (5) digital terrestrial television, or “DTT”, broadcasters; (6) other cable operators in the same
communities that we serve; (7) other fixed-line telecommunications carriers and broadband providers,
including the incumbent telecommunications operators, offering video products using DSL or ADSL
technology or over fiber optic lines of FTTH networks; and (8) movie theaters, video stores and home video
products. Our businesses also compete to varying degrees with more traditional sources of information and
entertainment, such as newspapers, magazines, books, live entertainment/concerts and sporting events.

In Poland and Romania, our businesses face significant competition from other cable operators where our
systems -are over built, while in other countries the primary competition is from DTH satellite service
providers, DTT broadcasters and/or other distributors of video programming using broadband networks. In
some of our largest markets, including The Netherlands, France and Japan, we are facing increasing
competition from video services offered by or over the network of the incumbent telecommunications operator.
We seek to compete by offering attractive content as well as expanding our new services, such as digital
television, VOD, high-definition television, and personal video recorders.
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» Europe. The competitive sityation in Europe tends to vary from country to country, which is partly
reflective of the respective country’s history. For example in some countries, such as Belgium,
Switzerland and The Netherlands, there has long been high cable penetration and in Austria and
France there are long-established satellite platforms. Nevertheless, broad competitive trends can be
seen in many of the European‘ countries in which we operate.

H

For video services the key cor[npetmon has traditionally come either from over the air broadcasts or
from satellite distribution. In “other countries competition from SMATV or MMDS can be a factor.

DTT is increasingly a competitive reality in Europe via a range of different business models from full-

blown encrypted pay telev151on”offers on DTT to free-to-air. DTT is a growmg service in most countries
and further launches are expected

Also, television over DSL nctworks is Clther provided directly by the owner of that network or by a
third party and is fast becornlng a significant part of the competitive environment. The ability of
incumbent operators to now offer the so-called “Triple Play” of video, Internet and telephony services
is expected to exert growing competitive pressure on cable-delivered video services. FTTH networks
are, o far, rare in Europe although they are present or planned in a number of countries. In addition,
there is increasing willingness ‘\from government and quasi-government entities in Europe to consider
investing their money in such‘networks which would create a new source of competition.

Austria. In Austria we are the‘n largest cable company based on number of video cable subscribers. Our
primary competition for video services is from free-to-air television received via satellite and from
digital DTH platforms. Approaumately 50% of Austrian households receive free television compared to
approximately 37% of Ausma‘n households served by cable services. Within the footprint covered by
Broadband-Austria, 52% of the homes passed subscribe to our cable services (analog and digital).
Broadband-Austria may face 1ncreased competition in the future from developing technologies. An
incumbent telecommumcatlons operator, Telekom Austria AG (Telekom Austria), has recently
launched television via a broaqband internet connection, or “IPTV”, and the publlc broadcaster, ORF,

has announced it will launch DTT services in early 2006.

France. France is one of thc'most competitive markets in which we operate, with multiple video
distribution platforms, including cable, satellite, ADSL, DTT and, more recently, mobile telephony.
The penetration of pay tclelelswn services is significantly lower in France than other European
countries. Within the footprint of Broadband-France, 33% of the homes passed subscribe to our cable
services (digital and analog). This represents slightly less than 6% of the total market, compared to a
slightly higher percentage for iNC Numericable SA (the largest cable operator). Broadband-France

also competes with DTH satellite service and IPTV operators. Satellite television penetration is

|

approximately 17% of the to

(television par satellite), have

(February 21, 2006), the cot

3.7 million. Subscriptions for
telecommunicaﬁons operator,

tal market and the two largest operators, CanalSat S.A. and TPS
announced an agreement to merge. According to New Television Insider
nbined ‘subscriber base of the two platforms would be approximately
IPTV services offered by five providers, including the incumbent
are expected to grow as these operators can offer bundled services. To

maintain and improve its market share, Broadband-France offers attractive digital programming

packages.

Hungary. In Hungary, we ar
subscribers. Of the Hungarian

addition, Broadband- Hungary‘
band-Hungary faces competit
purchased by Swisscom), and
(in which Deutshe Telekom p
IPTV service later this year arn
subsidiary. ‘ ‘

Netherlands.

The Netherlands

¢ the largest cable service provider based on number of video cable

|

households receiving cable television, 36% subscribe to our service. In
provides satellite service to 4% of the Hungarian households. Broad-
on from Antenna Hungaria Rt., a digital MMDS provider (recently
from the incumbent telecommunication company Magyar Telekom Rt.
urchased a majority stake), which has announced plans to offer a DSL-
d is currently offering a VOD service to Internet subscribers of its ISP

has one of the highest cable penetration rates in Europe with 94% of all

households having a cable service. Broadband-Netherlands services 37% of the total video households.
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Satellite television penetration is 8% of the total video households. In addition to satellite television, we
' face competition from the DTT service, Digitenne, and from IPTV products. '

KPN, the incumbent telecommunications operator, provides a wireless digital television product and
has announced the launch of its IPTV service in the second quarter of 2006, which would include
VOD, an electronic program guide and a personal video recorder. With its nationwide telecommunica-
tions network and ability to offer bundled triple play services, KPN is expected to be a significant
competitor. ‘

Switzerland. Currently, we are the largest cable television provider in Switzerland based on number of
video cable subscribers and are the sole provider in substantially all of our network area. There is
limited terrestrial television in Switzerland and DTT is at present only available in parts of Switzerland.
DTH satellite services are also limited due to various legal restrictions such as construction and zoning
regulations or rental agreements that prohibit or impede installation of satellite dishes. Given technical
improvements, such as the availability of smaller satellite antennae, as well as the continuous
improvements of DTH offerings, we expect increased competition from satellite television operators.
Swisscom, the incumbent telecommunications operator, has announced plans to launch IPTV in 2006.
In 2005, Swisscom acquired a controlling interest in Cinetrade Group which, among other things,
packages and distributes premium pay television content through its subsidiary, Teleclub AG,
including sports and movies for which it holds exclusive rights. Swisscom has also launched a wholesale
digital television service for cable network operators, including set top boxes and exclusive content, and
we expect Swisscom .to seek to establish relationships with other cable network operators in
‘Switzerland, including our partner networks, by offering this service.

e Japan. Our principal competition in our Japanese cable television business comes from alternative
distributors of television signals, including DTH satellite television providers and DTT, as well as from
other distributors of video programming using broadband networks. Our current competitors in the
satellite television industry include Japan Broadcasting Corporation and WOWOW Inc., which offer
broadcast satellite analog and broadcast satellite digital television, and SkyPerfecTV for communica-
tions satellite digital television. An amendment to the Law Concerning Broadcast on Telecommunica-
tions Service, which became effective in January 2002, has given broadcast companies, which do not
‘have their own facilities, the ability to provide broadcasting services over lines owned by other
telecommunications companies. As a result, our Japanese operations face increasing competition from

. video services offered by broadband providers, established fixed-line telecommunications providers,
including NTT and KDDI Corporation (KDDI), and other FTTH-based video service providers,
including Opticast, Inc. and K-Opticom Corporation.. Other cable television companies are not
considered significant competitors in Japan due to the fact that their franchise areas rarely overlap with
ours, and the investments required to install new cable would not be justified considering the
competition in overlapping franchise areas. As of December 31, 2005, J:COM’s share of the multi-
channel video market in Japan was 7%. ‘

The Americas. 1In Chile, VTR competes primarily with DTH satellite service providers in Chile. As
of December 31, 2005, VTR’s share of the video market in Chile was 87%, compared to 7% for DTH
satellite service providers and 6% for all others. VTR may face competition in the future from video
-services -offered by or over the networks of fixed-line telecommunications operators using DSL or
ADSL technology or FTTH networks or new DTH carriers which might enter into the market. For
example, CTC has announced plans to launch IPTV in 2006. To effectively compete, VIR plans to
test its digital platform in additional neighborhoods in 2006. .

Internet

With respect to Internet access services and online content, our businesses face competition in a rapidly
evolving marketplace from incumbent and non-incumbent telecommunications companies, other cable-based
Internet service providers (ISPs), non-cable-based ISPs and Internet portals, many of which have substantial
resources. The Internet services offered by these competitors include both traditional dial-up Internet services
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and high-speed Internet access scrvuies using DSL, ADSL or FTTH, in a range of product offerings with
varying speeds and pricing, as well as interactive computer-based services, data and other non-video services to
homes and businesses. As the technolqu develops, competition from wireless services using WiMax and other
technologies may become significant fin the future. We seck to compete on speed and price, including by
increasing the maximum speed of ourj connections and offering varying tiers of service and varying prices, as
well as a bundled product offering. l

* Europe. Across Europe, our key competition in this product market is from the offering of Internet
access products using various DSL based technologies both by the incumbent phone companies and
third parties. In some countncs third party ISPs now offer services with speeds up to 20 Mbps
(enabled by local loop unbundhng and improved ADSL technologies (ADSL2+)). These services are
priced very competitively and \have allowed these ISPs to gain market share. It is expected that the
same will occur in other markets as local loop unbundling fees are lowered. .The relative lack of FTTH
networks at present means thét these have, so far, posed a competitive threat in only limited areas.
Equally, broadband wireless services are not yet well established. However, increased competitive
pressure from both these dlrectlons is likely.

Broadband-Austria’s largest compentor with respect to Internet access services is an incumbent
telecommunications company] Telkom Austria. Telkom Austria provides services via DSL. In
addition, Broadband-Austria f%ces competition from unbundled local loop access by operators who can
offer Internet services for lower costs. To compete, Broadband-Austria is offering its triple play option

[
at a discount for subscribers w[ho switch from another provider.

In France, our largest competltors are the DSL operators, with the incumbent telecommunications
companies serving 65% of the Umarket followed by DSL operators with access to the unbundled local
loop. As a result, cable operatﬂ'ors including Broadband-France, have only a 6% market share of the
total broadband Internet subscribers. Broadband France has 51% of cable broadband subscriptions.

In Hungary, the Internet market is growmg rapidly. Our primary competitor is the incumbent
telecommunications company‘Magyar Telekom. Currently, Broadband-Hungary provides Internet

services to 21% of the total broadband Internet market.

|

In The Netherlands, we face competltron from KPN, the largest provider, and unbundled local loop
providers. Currently, Broadban ld-Netherlands provides Internet services to 12% of the total broadband
Internet market.

In Switzerland, Swisscom is the largest provider of Internet access services, with an estimated market
share of two-thirds of all broadband Internet customers. Broadband-Switzerland serves 20% of all
residential broadband Internetjcustomers and 55% of such customers in its network coverage area. As
fully unbundled, shared or bitstream access to Swisscom’s network has not yet been implemented in
Switzerland, alternative DSL services providers are currently reliant on Swisscom’s wholesale offering

or are required to construct th\cir own access network to provide Internet access services.

« Japan. In Japan, we compete” directly with ADSL providers, such as Softbank Corporation, that offer
broadband access to subscribe”rs. ADSL providers often offer their Internet access services at a cost
lower than ours. We also com;‘!)ete with FTTH providers that offer broadband Internet access through
fiber-optic lines. FTTH- based players, including NTT, Usen Corporation, Tokyo Electric Power
Comipany Incorporated, KDDI and K-Opticom Corporation, currently offer Internet access services
through FTTH. Internet access using FITH technology has become more widely available, and pricing
for these services has declined; If continued technological advances or investments by our competitors
further improve the services offered through ADSL or FTTH, or make them more affordable or more
widely available, cable modem Internet access may become less attractive to our existing or potential
subscribers. As of December”31 2005, JCOM s share of the high-speed (128 kbps and greater)

Internet access market in Japan was 4%.

« The Americas. . In Chile, VIR faces competition primarily from non-cable-based Internet service
providers such as Telefénica iS.A and Entel S.A. VTR expects increased pricing pressure as these
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companies bundle their Internet access service with other services. As of December 31, 2005, VTR’s
share of the high-speed (128 kbps and greater) Internet access market in Chile was 43%, compared to
38% for Telefénica and 19% for all others.

Telephony

With respect to telephony services, our businesses face competition from the incumbent telecommunications
operator in each country. These operators have substantially more experience in providing telephony services,
greater resources to devote to the provision of telephony services and longstanding customer relationships. In
many countries, our businesses also face competition from other cable telephony providers, wireless telephony
providers, FTTH-based providers or other indirect access providers. Competition in both the residential and
business telephony markets will increase with certain market trends and regulatory changes, such as general
price competition, the introduction of carrier pre-selection, number portability, continued deregulation of
telephony markets, the replacement of fixed-line with mobile telephony, and the growth of VoIP services. As a
result, we seek to compete on pricing as well as product innovation, such as personal call manager and unified
messaging, and increasing the services we offer.

» Europe. Across Europe our telephony businesses are generally rather small compared to the existing
business of the incumbent phone company. The incumbent telephone companies remain our key
competitor but mobile operators and new entrant VolIP operators offering service across broadband
lines are also important in these markets. Generally, we expect telephony markets to remain extremely

competitive.

In Austria and in Hungary, the incumbent telephone companies dominate the telephony market. Most
of the competition to the incumbent telephone operators in these countries is from entities that provide
carrier pre-select services. Carrier pre-select allows the end user to choose the voice services of
operators other than the incumbent while using the incumbent’s network. We also compete with ISPs
that offer VoIP services. In Austria, we serve our subscribers via our time division multiplex telephony
platform and in Hungary via our copper wire telephony network and via VoIP over our cable plant. In
France, in addition to the incumbent telephone company France Telecom S.A.’s dominance of the
telephony market, the national unbundling of the local loop has allowed ISPs to provide VoIP services
at competitive prices. To effectively compete in France, Broadband-France has been offering telephony
services via VoIP since mid 2005. ‘

In The Netherlands, KPN is the dominant telephony provider, but all of the large MSQOs, including
Broadband-Netherlands, as well as ISPs, are now offering VoIP services and gaining market share. In
Switzerland, we are the largest VoIP service provider, but Swisscom is the dominant fixed telephony
service provider followed by two carriers that offer pre-select services. In the future we may face
increased competition as the unbundling of the local loop is implemented.

In addition to our fixed line telephony service, we offer mobile telephony in Austria, The Netherlands
and Switzerland. In Austria, we offer a bundle of fixed line and mobile telephony in a co-branding
arrangement with the telephony operator One GmbH. In August 2005, we began offering a prepaid
mobile service in The Netherlands via the Orange network owned by France Telecom SA. Recently we
began offering mobile telephony services in Switzerland under the Cablecom brand for business and
residential customers.

» Japan. In Japan, our principal competition in our telephony business comes from NTT and KDDI.
We also face increasing competition from new common carriers in the telephony market, as well as
ISPs, such as Softbank Corporation, and FTTH-based providers, including K-Opticom Corporation.
Further, in December 2004, Japan Telecom Co. Ltd., and in February 2005, KDDI, introduced low-
cost fixed-line telephony services. Many of these carriers offer VoIP, and call volume over fixed line
services has generally declined as VoIP and mobile phone usage have increased. If competition in the
fixed-line telephony market continues to intensify, we may lose existing or potential subscribers to our
competitors. As of December 31, 2005, J:COM'’s share of the.fixed-line telephone market in Japan was
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2%. J:COM also intends to offer a mobile telephony service in'a co-branding arrangement in 2006 with
WILLCOM, Inc.

*» The Americas. In Chile, VIR faces competition from the incumbent telecommunications operator,
CTC, and other telecommunications operators such as Telsur, GTD Chile S.A. and Entel S.A. CTC
and Telsur operators have subsg;antial experience in providing telephony services, resources to devote to
the provision of telephony serv!jces and longstanding customer relationships. VIR is also facing stiff
competition from wireless te]eﬁhony providers such as Telefénica Méviles S.A., Smartcom PCS and
Entel PCS Telecomumcacmnes‘ S.A. and indirect access providers.-Competition in both the residéntial
and business telephony markets is expected to increase over time with certain market trends and
regulatory changes, such as general price competition, number portability, the replacement of fixed-
line with mobile telephony, and the growth of VoIP services. VIR offers its telephony over its cable
network or via VolP. As of Dlucembcr 31, 2005, VIR’s share of the fixed-line telephony market in
Chile was 12%, compared to 73% for CTC and 15%.for all others.

Programming Services

The business of providing programming for cable and satellite television distribution is highly competitive. Our
programming businesses directly com[pete with other programmers for distribution on-a limited number of
channels. Once distribution is obtamed these programming services compete, to varying degrees, for viewers
and advertisers with other cable and over the air broadcast television programming services as well as with
other entertainment media, including home video (generally video rentals), online activities, movies and other
forms of news, information and entertainment.

Employees

As of December 31, 2005, our consoi\idatcd subsidiaries and we had an aggregate of approximé‘cely 21,600
employees, certain of which belong to organized uniohs and works councﬂs We believe that our employee

relations are good.

Financial Information About Geogq)aphzc Areas

Financial information related to the geographic areas in which we do business appears in note 21 to our
consolidated financial statements included in Part II of this report.

Available Information

All our filings with the Securities and Exchange Commission as well as amendments to such filings are

available on our Internet website free of charge generally within 24 hours after we file such material with the
. . . W . . i . .

SEC. Our website address is www.lgi.com. The information on our website is not incorporated by reference

herein. : ‘

RISK FACTORS

In addition to the other information contamcd in this Annual Report on Form 10-K, you should consider the

following risk factors in evaluating our results of operatlons financial condition, business and operations or an

investment in our stock. }

I

. | : |
. ! < . " . . » .

» risks that relate to our operating in overseas markets and being subject to foreign regulation;

M

» risks that relate to the technology used in our busmesses and the competltlon we face;

The risk factors described in this section have been separated into five groups:

» risks that relate to our anCStIT ents and other financial matters;
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+ other risks, including risks that relate to our capitalization and the obstacles faced by anyonc who may
seek to acquire us and risks that relate to the LGI Combination in which LMI and UGC became our .
subsidiaries.

The risks described below and elsewhere in this Annual Report on Form 10-K are not the only ones that relate
to our results of operations, financial condition, business and operations or an investment in our stock. The
risks described below are considered to be the most material. However, there may be other unknown or
unpredictable economic, business, competitive, regulatory or other factors that also could have material
adverse effects on our results of operations, financial. condition, business or operations in the future. Past
financial performance may not be a reliable indicator of future performance and historical trends should not be
used to anticipate results or trends in future periods.

If any of the events described below, individually or in combination, were to occur, our businesses, prospects,
financial condition, results of operations and/or cash flows could be materially adversely affected.

Factors Relating to Overseas Operations and Foreign Regulation

Our businesses are conducted almost exclusively outside of the United States, which gives rise to numerous
operational risks. Our businesses operate almost exclusively in countries outside the United States and are
thereby subject to the following inherent risks: -

« longer payment cycles by customers in foreign countries that may increase the uncertainty associated
with recoverable accounts;

« difficulties in staffing and managing international operations;.

* economic instability;

* potentially adverse tax consequences;

+ export and import restrictions, tariffs and other tréde barriers;

+ increases in taxes and governmental royalties and fees;

+ involuntary renegotiation of contracts with foreign governments;

+ changes in foreign and domestic laws and policies that govern operations of foreign-based
companies; and

« disruptions of services or loss of property or equipment that are critical to overseas businesses due to
expropriation, nationalization, war, insurrection, terrorism or general social or political unrest.

We are exposed to potentially volatile fluctuations of the U.S. dollar (our functional currency) against the
currencies of our operating subsidiaries and affiliates. Any increase (decrease) in the value of the U.S. dollar
against any foreign currency that is the functional currency of any of our operating subsidiaries or affiliates will
cause us to experience unrealized foreign currency translation losses (gains) with respect to amounts already
invested in such foreign currencies. In addition, our company and our operating subsidiaries and affiliates are
exposed to foreign currency risk to the extent that we or they enter into transactions denominated in currencies
other than our respective functional currencies, such as investments in debt and equity securities of foreign
subsidiaries, equipment purchases, programming costs, notes payable and notes receivable (including
intercompany amounts) that are denominated in a currency other than our respective functional currencies.
Changes in exchange rates with respect to these items will result in unrealized (based upon period-end
exchange rates) or realized foreign currency transaction gains and losses upon settlement of the transactions.
In addition, we are exposed to foreign exchange rate fluctuations related to operating subsidiaries’ monetary
assets and liabilities and the financial results of foreign subsidiaries and affiliates when their respective
financial statements are translated into U.S. dollars for inclusion in our consolidated financial statements.
Cumulative translation adjustments are recorded in accumulated other comprehensive income (loss) as a
separate component of equity. As a result of foreign currency risk, we may experience economic loss and a
negative impact on earnings and equity with respect to our holdings solely as a result of foreign currency
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exchange rate fluctuations. The primary exposure to foreign currency risk for us is to the euro and the
Japanese yen due to the percentage of our U.S. dollar revenue that is derived from countries where these
currencies are the functional currency‘ In addition, our operating results and financial condition are expected
to be significantly impacted by changes in the exchange rates for the Swiss franc, the Chilean peso, the
Hungarian forint and other local currencws in Europe.

Our businesses are subject to risks of zdverse regulation by foreign governments. Our businesses are subject
to the unique regulatory regimes of ithe countries in which they operate. Cable and telecommunications
businesses are subject to licensing eligibility rules and regulations, which vary by country. The provision of
telephony services requires-licensing ifrom, or registration with, the appropriate regulatory authorities and
entrance into interconnection arrangements with the incumbent phone companies. It is possible that countries
in which we operate may adopt laws a’nd regulations regarding electronic commerce which could dampen the
growth of the Internet access services being offered and developed by these businesses. Programming
businesses are subject to regulation on a country by country basis, including programming content require-
ments, requirements to carry specified programming, service quality standards, price controls and ownership
restrictions. Consequently, such busme sses must adapt their ownership and organizational structure as well as
their services to satisfy the rules and regulatlons to which they are subject. A failure to comply with these rules
and regulations could result in penaltl“es restrictions on such business or loss of required licenses.
Businesses that offer multiple serv1ces” such as video distribution as well as Internet access and telephony, or
both video distribution and programmmg content, are facing increased regulatory review from competition
authorities in several countries in whi;lch we operate, with respect to their businesses and proposed business
combinations. For example, the Eliropean Union and the regulatory authorities in several countries in which
we do business are considering what access rights, if any, should be afforded to third parties for use of existing
cable television networks. If third partles were to be granted access to our distribution infrastructure for the
delivery of video, audio, Internet or other services, those providers could compete with services similar to those
which our businesses offer, which could lead to significant price competition and loss of market share.

!

We may determine to acquire additional communications companies. These acquisitions may require the

approval of govemmental authorities, which can block, impose conditions on or delay an acqulsmon

We cannot be certain that we will be successful in acquiring new businesses or integrating acqutred businesses
with our existing operations. Hlstorlﬁ:ally, our businesses have grown, in part, through selective acqulsmons
that enabled them to take advantage of existing networks, local service offerings and reg1on specific
management expertise. We expect to seek to continue growing our businesses through acquisitions in selected

markets. Our ability to acquire new businesses may be limited by many factors, including debt covenants,

]
availability of financing, the prevale‘:‘ncc of complex ownershlp structures among potential targets and

government regulation. Even if we were successful in acquiring new busmcsses the integration, of new

businesses may present significant ct‘ilallenges including: realizing economies of scale in interconnection,
programming and network operatlons eliminating duplicative overheads; and integrating networks, financial
systems and operational systems. We cannot assure you that we will be successful in acquiring new businesses

or realizing the anticipated benefits oﬁ any completed acquisition.

In addition, we anticipate that most, if not all, companies acquired by us will be located outside the United
States. Foreign companies may not havc disclosure controls and procedures or internal controls over financial
reporting that are as thorough or eﬁ"ectlve as those requlred by U.S. securities laws. While we intend to
conduct appropriate due diligence and to’ implement appropriate controls and procedures as we integrate
acquired companies, we may not be }able to certify as to the effectiveness of these companies’ disclosure
controls and procedures or internal controls over financial reportmg until we have fully intégrated them.

‘i

We wzll be subject to the risk of revocqtton or loss of our telecommunications and media licenses. In certain

operating regions, the services prov1d$d by our businesses require receipt of a license from the appropriate
national, provincial and/or local regﬁulatory authority. In those regions, regulatory authorities may have
significant discretion in granting licenses, including the term of the licenses, and are often under no obligation

to renew them when they expire. The|breach of a license or applicable law, even if inadvertent, can result in
the revocation, suspension, cancellation or reduction in the term of a license or the imposition of fines. In
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addition, regulatory authorities may grant new licenses to third parties, resulting in greater competition in
territories where our businesses may already be licensed. In order to promote competition, licenses may also
require that third parties be granted access to our bandwidth, frequency capacity, facilities or services. There
can be no assurance that we will be able to obtain or retain any requlred license, or that any renewal of a
required license will not be on less favorable terms.

We may have to pay U.S. taxes on earnings of certain of our foreign subsidiaries regavdless of whether such
earnings are actually distvibuted to us, and we may be limited in claiming foreign tax credits; since
substantially all of our revenue is generated through foreign investments, these tax risks could have a material
adverse impact on our effective income tax rate, financial condition and liguidiry. Certain foreign corpora-
tions in which we have interests, particularly those in which we have controlling interests, are considered to be
“controlled foreign corporations” under U.S. tax law. In general, our pro rata share of certain income earned
by our subsidiaries that are controlled foreign corporations during a taxable year when such subsidiaries have
current or accumulated earnings and profits will be included in our income when the income is earned,
regardless of whether the income is distributed to us. This income, typically referred to as “Subpart F
income,” generally includes, but is not limited to, such items as interest, dividends, royalties, gains from the
disposition of certain property, certain currency exchange gains in excess of currency exchange losses, and
certain related party sales and services income. In addition, a U.S. stockholder of a controlled foreign
corporation may be required to include in income its pro rata share of the controlled foreign corporation’s
increase for the year in current or accumulated earnings and profits (other than Subpart F income) invested in
U.S. property, regardless of whether the U.S. stockholder received any actual cash distributions from. the
controlled foreign corporation. Since we are investors in foreign corporations, we could have significant
amounts of Subpart F income. Although we intend to take reasonable tax planning measures to limit our tax
exposure, we cannot assure you that we will be able to do so or that any of such measures will not be
challenged.

In general, a U.S. corporation may claim a foreign tax credit against its U.S. federal income taxes for foreign
income taxes paid or accrued. A U.S. corporation may also claim a credit for foreign income taxes paid or
accrued on the earnings of certain foreign corporations paid to the U.S. corporation as a dividend. Our ability
to claim a foreign tax credit for dividends received from our foreign subsidiaries is subject to various
limitations. Some of our businesses are located in countries with which the United States does not have
income tax treaties. Because we lack treaty protection in these countries, we may be subject to high rates of
withholding taxes on distributions and other payments from our businesses and may be subject to double
taxation on our income. Limitations on our ability to claim a foreign tax credit, our lack of treaty protection in
someé countries, and our inability to offset losses in one foreign jurisdiction against income earned in another
foreign jurisdiction could result in a high effective U.S. federal income tax rate on our earnings. Since
substantially all of our revenue is generated abroad, including in jurisdictions that do not have tax treaties with
the United States, these risks are proportionately greater for us than for companies that generate most of their
revenue in the United States or in jurisdictions that have such treaties.

Factors Relating to Technology and Competition

Changes in technology may limit the competitiveness of and demand for our services, which may adversely
impact our business and stock value. Technology in the video, telecommunications and data services
industries is changing rapidly. This significantly influences the demand for the products and services that are
offered by our businesses. The ability to anticipate changes in technology and consumer tastes and to develop
and introduce new and enhanced products on a timely basis will affect our ability to continue to grow, increase
our revenue and number of subscribers and remain competitive. New products, once marketed, may not meet
consumer expectations or demand, can be subject to delays in development and may fail to operate as
intended. A lack of market acceptance of new products and services which we may offer, or the development
of significant competitive products or services by others, could have a material adverse impact on our revenue,
growth and stock price. Alternatively, if consumer demand for new services in a specific country or region
exceeds our expectations, meeting that demand could overburden our infrastructure, which could result in
service interruptions and a loss of customers.
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Our digital migration project in The {lVetherlands may not generate anticipated levels of incremental revenue.
In our digital migration project, we provide a digital converter box and digital video service at no incremental
charge to the analog rate for six mont{hs to those analog customers who accept delivery of the digital box and
agree to accept the services. After the six-month promotional period, the subscriber may elect to return the
box and discontinue the service or to contmue the service by paying an incremental fee over the analog rate.
Further incremental revenue would bj\c generated as' we offer additional tiers of services and additional box
functionality for additional fees. We are still at any early stage of the rollout of this project. Failure to achieve
sufficient levels of customer acceptance of our digital product or to generate sufficient incremental revenue
from those customers who do subscribe to our digital service may advcrsely affect the operating results of our

Netherlands operating segment and the return on our investment in this project.

\!
Failure in our technology or telecommunications systems could significantly disrupt our operations, which

could veduce our customer base and résult in lost revenues. Our success depends, in part, on the continued
and uninterrupted performance of our information technology and network systems as well as our customer
service centers. Our systems are vulnerable to damage from a variety of sources, including telecommunications
failures, malicious human acts and n(atural disasters. Moreover, despite security measures, our servers are
potentially vulnerable to physical or electromc break-ins, computer viruses and similar disruptive problems.
Despite the precautions we have taken unanticipated problems affecting our systems could cause failures in
our information technology systems. Siustamed or repeated system failures that interrupt our ability to provide
service to our customers or otherwise meet our business obligations in a timely manner would adversely affect

|
our reputation and result in a loss of customers and net revenue.

A catastrophe at one or more of the locations where our critical cable network systems are housed could cause

serious harm to our business. Our cable operations in each country where we conduct business are dependent
on a variety of sophisticated critical systcms which support various aspects of those cable network operations.
The hardware supporting a large num‘%)er of critical systems for our cable network in a particular country or
geographic region is housed in a relatively small number of locations. If one or more of these locations were to
be subject to fire, natural disaster, terrtﬂrism including electronic sabotage, power loss or other catastrophe, we
would rot be able to pass transmission signals over the portion of our cable network that is served by those
location. This would likely cause serious harm to our business. We cannot assure you that any disaster
recovery, security or service continuity [protection measures we have, or may develop or take in the future, will

be sufficient. H

We operate in increasingly compettttve markets, and there is a risk that we wzll not be able to effectively
compete with other service providers. h The markets for cable television, high-speed Internet access and
telecommunications in many of the reglons in which we operate are highly competitive and highly fragmented.
In the provision of video services we face competition from other cable television service providers, DTH
service providers, DTT broadcasters anld video over ADSL providers, among others. Our operating businesses
in The Netherlands, France and Japar‘l[ are facing increasing competition from video services provided by or
over the networks of incumbent telecommunications operators. In the provision of telephone services, we face
competition from the incumbent telccémmumcatlons operators in each country in which we operate. These
operators have substantially more expenencc in providing telephone services and have greater resources to
devote to the provision of telephone sen\pccs In addition, in many countries, we face competition from wireless
telephone providers, facilities-based ancl resale telephone operators, VoIP providers and other providers. In the
provision of Internet access services and online content, we face competition from incumbent telecommunica-
tions companies and other telecommunications operators, other cable-based Internet service providers, non-
cable based Internet service providers, Internet portals and satellite, microwave and other wireless providers.
The Internet services offered by these ”compentors include both traditional dial-up access services and high-
speed access services. Digital subscnber line is a technology that provides high-speed Internet access over
traditional telephone lines. Both lncumpent and alternative providers offer digital subscriber line services. We

expect digital subscriber line to be an increasingly strong competitor in the provision of Internet services.

The market for programming services is also highly competitive. Programming businesses compete with other
programmers for distribution on a limited number of channels. Once distribution is obtained, program
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offerings must then compete for viewers and advertisers with other programming services as well as with other
entertainment media, such as home video, online activities and movies.

We expect the level and intensity of competition to increase in the future from both existing competitors and
new market entrants as a result of changes in the regulatory framework of the industries in which we operate,
the influx of new market entrants and strategic alliances and cooperative relationships among industry
participants. Increased competition may result in increased customer churn, reduce the rate of customer
acquisition and lead to significant price competition, in each case resulting in decreases in cash flows,
operating margins and profitability. The inability to compete effectively may result in the loss of subscribers,
and our revenuie and stock price may suffer.

We may not be able to obtain attractive programming for our digital video services, thereby lowering demand
for our services. We rely on programming suppliers for the bulk of our programming content. We may not be
able to obtain sufficient high-quality programming for our digital video services on satisfactory terms or at all
in order to offer compelling digital video services. This may reduce demand for our services, thereby lowering
our future revenue. It may also limit our ability to migrate customers from lower tier programming to higher
tier programming, thereby inhibiting our ability to execute our business plans. Furthermore, we may not be
able to obtain attractive country-specific programming for video services. This could further lower revenue and
profitability. In addition, must-carry requirements may consume channel capacity otherwise available for
other services.

Some of our operating businesses depend upon third parties for the distribution of their products and services.
In certain operating regions, our businesses require access to utility poles, roadside conduits and leased fiber
that interconnect their headends and/or connect their headends to telecommunications facilities of third
parties. This infrastructure is, in some cases, owned by regional utility companies or other third party
administrators, and access to the infrastructure is licensed to our businesses. In other operating regions, the
transmission of cable programming content to regional headend facilities is accomplished via communications
satellites owned by third parties, who, in some cases, are competitors. We cannot assure you that our
businesses will be able to renew any existing access agreements with these third parties or enter into new
agreements for additional access rights, which may be necessary for the expansion of our businesses in these
regions. Any cancellation, delay or interruption in these access rights would disrupt the delivery of our
products and services to customers in the affected regions. In addition, the failure to obtain additional access
rights from such third parties could preclude expansionary efforts in these operating regions. We also cannot
assure you that any alternative distribution means will be available in these regions, on reasonable terms or at
all.

Factors Relating to Certain Financial Matters

We may not report net earnings. Prior to the LGI Combination, LMT’s net loss from continuing operations
amounted to $13.7 million for the year ended December 31, 2004. We are the successor to LMI and, upon the
closing of the LGI Combination, LMI’s historical financial statements became our historical financial
statements. Qur net loss from continuing operations amounted to $83.6 million for the year ended
December 31, 2005. In light of our historical financial performancc we cannot assure you that we will report
net earnings in the near future or at all.

We may not freely access the cash of our operating companies. Our operations are conducted through our
subsidiaries. Our current sources of corporate liquidity include (i) our cash and cash equivalents, (ii) our
ability to monetize certain investments, and (iii) interest and dividend income received on our cash and cash
equivalents and investments. From time to time, we may also receive distributions or loan repayments from
our subsidiaries or affiliates and proceeds upon the disposition of investments and other assets or upon the
exercise of stock options. The ability of our operating subsidiaries to pay dividends or to make other payments
or advances to us depends on their individual operating results and any statutory, regulatory or contractual
restrictions to which they may be or may become subject. Some of our operating subsidiaries are subject to
loan agreements or bank facilities that restrict sales of assets and prohibit or limit the payment of dividends or
the making of distributions, loans or advances to stockholders and partners, including us. In addition, because
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these subsidiaries are separate and c%istinct legal entities they have no obligation to provide us funds for
payment obligations, whether by dividends, distributions, loans or other payments. With respect to those
companies in which we have less than a majority voting interest, we do not have sufficient voting control to
cause those companies to pay dividends or make other payments or advances to any of their partners or

stockholders, including us. -

Certain of our subsidiaries are subject“ to various debt instruments that contain vestrictions on how we finance
our operations and operate our busmeﬁses, which could impede our ability to engage in beneficial transactions.
Certain of our subsidiaries are subject to significant financial and operating restrictions contained in
outstanding credit agreements, 1nden:cures and similar instruments of indebtedness. These restrictions will

affect, and in some cases significantly limit or prohibit, among other things, the ability of those subsidiaries to:
» borrow more funds;

* pay dividends or make other upstream distributions; ‘

|

©» make investments; - “

+ engage in transactions with usjor other affiliates; or

« create liens on their assets. |

J

As a result of restrictions containec% in these credit facilities, the companies party thereto, and their
subsidiaries, could be unable to obtain additional capital in the future to: C

« fund capital expenditures or ac qulsltlons that could improve their value

+ meet their loan and capital commitments to their business affiliates;

H

+ invest in companies in which ‘d{ley would otherwise invest;
« fund any operating losses or future development of their business affiliates;

« obtain lower borrowing costs “that are available from secured lenders’ or engage in advantageous
transactions that monetize the1r assets; or

« conduct other necessary or prul‘dent corporate activities.

We are typically prohibited from or significantly restricted in accessing the net cash of our subsidiaries that
have outstanding credit facilities. H

I

In addition, some of the credit agreements to which these subsidiaries are parties require them to maintain
financial ratios, including ratios of totalidebt to operating cash flow and operating cash flow to interest expense.
Their ability to meet these financial ratios and tests may be affected by events beyond their control, and we
cannot assure you that they will be met; In the event of a default under such subsidiaries’ credit agreements or
indentures, the lenders may accelerate Fhe maturity of the indebtedness under those agreements or indentures,
which could result in a default under other outstanding credit facilities. We cannot assure you that any of these
subsidiaries will have sufficient assets{\ to pay indebtedness outstanding under their credit agreements and

indentures. Any refinancing of this ind\ebtedness is likely to contain similar restrictive covenants.

The liquidity and value of our mte;ests in our subsidiaries and affiliates may be adversely affected by
stockholder agreements and similar agﬁeemem?s to which we are a party. 'We own equity interests in a variety
of international broadband distribution and video programming businesses. Certain of these equity interests
are held pursuant to stockholder agreements partnership agreements and other instruments and agreements
that contain provisions that affect the 11qu1d1ty, and therefore the realizable value, of those interests. Most of
these agreements subject the transfer qf such equity interests to consent rights or rights of first refusal of the
other stockholders or partners. In certain cases, a change in control of the company or the subsidiary holding
the equity interest will give rise to ngh‘its or remedies exercisable by other stockholders or partners. Some of
our subsidiaries and affiliates are parties to loan agreements that restrict changes in ownership of the borrower
without the consent of the lenders. All, of these provisions will restrict the ability to sell those equlty interests
and may adversely affect the prices at \whlch those interests may be sold.

|
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We do not have the right to manage the businesses or affairs of any of the companies in which we hold less
thafi-a majority voting interest. Rather, such rights may take the form of representation on the board of
directors or a partners’ or similar committee that supervises management or possession of veto rights over
significant or extraordinary actions. The scope of veto rights varies from agreement to agreement. Although
board representation and veto rights may enable us to exercise influence over the management or policies of an
affiliate, they do not enable us to cause those affiliates to take actions, such as paying dividends or making
distributions to their stockholders or partners. :

Other F actoi's

John C. Malone has significant influence over corporate matters considered by us and our stockholders. John
C. Malone beneficially owns shares of our common stock representing 24.3% of our aggregate voting power as
of February 28, 2006. By virtue of Mr. Malone’s voting power in our company as well as his position as our
Chairman of the Board, Mr. Malone has significant influence over the outcome of any corporate transaction or
other matters submitted to our stockholders for approval, including the election of directors, mergers,
consolidations and the sale of all or substantially all of our assets. Mr. Malone’s rights to vote or dispose of his
equity interests in our company are not subject to any restrictions in favor of us other than as may be required
by applicable law and except for customary transfer restrictions pursuant to incentive award agreements.

It may be difficult for a third party to acquire us, even if doing so may be beneficial to our stockholders.
Certain provisions of our restated certificate of incorporation and bylaws may discourage, delay or prevent a
change in control of our company that a stockholder may consider favorable. These provisions include the
following: o

» authorizing a capital structure with multiple series of common stock: a Series B that entitles the
holders to ten votes per share; a Series A that entitles the holders to one vote per share; and a Series C
that, except as otherwise required by applicable law, entitles the holder to no voting rights;

« authorizing the issuance of “blank check” preferred stock, which could be issued by our board of
directors to increase the number of outstanding shares and thwart a takeover attempt;

« classifying our board of directors with staggered three-year terms, which may lengthen the time
required to gain control of our board of directors;

. 1iniiting who may call special meetings of stockholders;

» prohibiting stockholder action by written consent, thereby requiring all stockholder actions to be taken
at a_meeting of the stockholders;

« establishing advance notice requirements for nominations of candidates for election to our board of
directors or for proposing matters that can be acted upon by stockholders at stockholder meetings;

* requiring stockholder approval by holders of at least 80% of its voting power or the approval by at least
75% of our board of directors with respect to certain extraordinary matters, such as a merger or
consolidation of our company, a sale of all or substantially all of our assets or an amendment to our
restated certificate of incorporation or bylaws; and

« the existence of authorized and unissued stock, which would allow our board of directors to issue shares
to persons friendly to current management, thereby protecting the continuity of our management, or
which could be used to dilute the stock ownership of persons seeking to obtain control of our company.

Our incentive plan may also discourage, delay or prevent a change in control of our company even if such
change of control would be in the best interests of our stockholders.

LMI and UGC are parties to pending class action lawsuits relating to the LGI Combination. LMI and UGC
are parties to twenty-two lawsuits filed by third parties seeking monetary damages in connection with the LGI
Combination. Predicting the outcome of these lawsuits is difficult; and an adverse judgment for monetary
damages could have a material adverse effect on our operations.
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LMT’s porential mdemmty liability 10 Lzberty Media if the spin off is treated as a taxable transaction as a
result of the LGI Combination could r”naterzally adversely affect our prospects and financial condition. 1LMI
entered into a tax sharing agreementll with Liberty Media. in connection with LMD’s spin off from Liberty
Media on June 7, 2004. In the tax sharmg agreement, LMI agreed to indemnify Liberty Media and its
subsidiaries, officers and directors for any loss, including any adjustment to taxes of Liberty Media, resulting
from (1) any action or failure to act by LMI or any of LMYV’s subsidiaries following the completion of the spin
off that would be inconsistent with or. prohlbn the spin off from qualifying as a tax-free transaction to Liberty
Media and to Liberty Media’s stockholders under Section 355 of the Internal Revenue Code of 1986, as
amended (the Code) or (2) any breegch of any representation or covenant given by LMI or one of LMUI’s
subsidiaries in connection with any tax opinion delivered to Liberty Media relating to the qualification of the
spin off as a tax-free distribution desm%lbcd in Section 355 of the Code. LMI’s indemnification obligations to
Liberty Media and its subsidiaries, oﬁ}ccrs and directors are not limited in amount or subject to any cap. If
LMI is required to indemnify Liberty, Media and its subsidiaries, officers and directors under the circum-

stances set forth in the tax -sharing agteement, LMI may be subject to substantial liabilities.

In connection with the closing of the LGI Combination we and LMI received an opinion of Skadden, Arps,
Slate, Meagher & Flom LLP to the efféct that, for U.S. federal income tax purposes, and provided the spin off
would otherwise have qualified as a tax“ free distribution under Section 355 of the Code to Liberty Media and
the Liberty Media stockholders, the LGI Combination should not cause the spin off to fail to qualify as a tax-
free distribution to Liberty Media under Section 355(e) of the Code. In rendering such opinion, Skadden,
Arps, Slaté, Meagher & Flom LLP \rehed upon factual representations and covenants, including those
contained in certificates of officers of us, LMI and UGC, and customary factual assumptions. Any inaccuracy
in the representations, covenants and\assumptmns upon which such tax opinion is based could alter the
conclusions reached in such opinion. Neither we nor LMI requested a ruling from the Internal Revenue
Service as to the effect, if any, that the LGI Combination would have on the spin off. Therefore, there can be
no assurance that the Internal Revenue Service will agree with the conclusions in the opinion of Skadden,

Arps, Slate, Meagher & Flom LLP. ﬁ

' H
UNRESOLVED STAFF COMMENTS
|

None.

PROPERTIES

During 2005, we leased our cxecutlvq offices in Denver, Colorado, and we lease offices in Englewood,

Colorado, which are now our executive offices. All of our other real or personal property is owned or leased by
our subsidiaries and affiliates. 4

Our subsidiaries and affiliates own or lpase the fixed assets necessary for the operation of their respective
businesses, including office space, transponder space, headend facilities, rights of way, cable television and
telecommunications distribution equ1pment telecommunications switches and customer equipment (includ-
ing converter boxes) and other property necessary for their operations. The physical components of their
broadband networks require mamtenancp and periodic upgrades to support the new services and products they
introduce. Our management believes that our current facilities are sultable and adequate for our business
operations for the foreseeable future.

LEGAL PROCEEDINGS (‘

[ .
From time to time, our subsidiaries and affiliates have become involved in litigation relating to claims arising
out of their operations in the normal course of business. The following is a description of certain legal
proceedings to which one of our sub51d1ar“11es or another company in which we hold an interest is a party. In our
opinion, the ultimate resolution of these l1egal proceedings would not likely have a material adverse effect on

our business, results of operations, financial condition or liquidity.
I

Cignal. On April 26, 2002, United PanT‘Europe Communications NV (UPC), a wholly owned subsidiary of
UGC Europe, received a notice that certain former shareholders of Cignal Global Communications filed a
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lawsuit against UPC in the District Court in Amsterdam, The Netherlands, claiming $200 million on the basis
that UPC failed to honor certain option rights that were granted to those shareholders in connection with the
acquisition of Cignal by Priority Telecom. UPC believes that it has complied in full with its obligations to
these -shareholders through the successful completion of the initial public offering of Priority Telecom on
September 27, 2001. Accordingly, UPC believes that the Cignal shareholders’ claims are without merit and
intends to defend this suit vigorously. In December 2003, certain members and former members of the
Supervisory Board of Priority Telecom were put on notice that a tort claim may be filed against them for their
cooperation in the initial public offering. On May 4, 2005, the court rendered its decision dismissing all claims
of the former Cignal shareholders. On August 2, 2005, an appeal against the district court decision was filed.
Subsequently, when the grounds of appeal were filed in November 2005, only damages suffered by nine
individual plaintiffs, rather than all former Cignal shareholders, continued to be claimed. Based on the share
ownership information provided by the plaintiffs, the damage claims remaining subject to the litigation are
approximately $28 million in the aggregate before statutory interest. The remaining former Cignal sharehold-
ers may initiate separate proceedings prior to the expiration of the statute of limitations.

Class Action Lawsuits Relating to the LGI Combination. Since January 18, 2005, twenty-one lawsuits have
been filed in the Delaware Court of Chancery, and one lawsuit has been filed in the Denver District Court,
State of Colorado, all purportedly on behalf of UGC’s public stockholders regarding the announcement on
January-18, 2005 of the execution by UGC and LMI of the agreement and plan of merger for the combination
of the two companies under LGI. The defendants named in these actions include UGC and former directors
of UGC and LMI. The allegations in each of the complaints, which are substantially similar, assert that the
defendants have breached their fiduciary duties of loyalty, care, good faith and candor and that various
defendants have engaged in self-dealing and unjust enrichment, approved an unfair price, and impeded or
discouraged other offers for UGC or its assets in bad faith and for improper motives. The complaints seek
various remedies, including damages for the public holders of UGC’s stock and an award of attorney’s fees to
plaintiffs’ counsel. On February 11, 2005, the Delaware Court of Chancery consolidated all 21 Delaware
lawsuits into a single action. Also, on April 20, 2005, the Denver District Court, State of Colorado, issued an
order granting a joint stipulation for stay of the action filed in this court, pending the final resolution of the
consolidated action in Delaware. On May 5, 2003, the plaintiffs in the Delaware action filed a consolidated
amended complaint containing allegations substantiaily similar to those found in, and naming the same
defendants named in, the original complaints. The defendants filed their answers to the consolidated amended
complaint on September 30, 2005. The parties are proceeding with pre-trial discovery activity. The defendants
believe that a fair process was followed and a fair price paid in connection with the LGI Combination and
intend to vigorously defend this action. ‘ '

SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.




“‘ PART I

] o
MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF I*‘TQUITY SECURITIES:

General tl

The capitalized terms used in PART II of this Annual Report on Form 10-K have been defined in the notes to
our consolidated financial statements.!In the following text, the terms, “we,” “our,” “our company” and
may refer, as the context requires, to|LGI and its predecessors and subsidiaries.

Market Information

g
On June 15, 2005, we completed certam mergers whercby LGI acquired all of the capital stock of UGC that
LMI did not already own and LMI and UGC each became wholly owned subsidiaries of LGT in the LGI
Combination. Unless the context othe%’wme indicates, pre-LGI Combination shares of LMI common stock or
UGC common stock are presented in terms of the number of shares of LGI common stock issued in exchange
for such LMI or UGC shares in the LQI Combination. On September 6, 2005, we effected a stock split in the
form of a Stock Dividend of LGI Sc\\rles C common stock to holders of record of LGI Series A and LGI
Series B common stock. Unless otherwme indicated, all LGI and LMI share and per share amounts presented
herein have been retroactively ad]ustcd to give effect to the Stock Dividend, notwithstanding the fact that no
shares of LGI Series C common stock were issued and outstanding prior to September 6, 2005.

We have three series of common stoc]l’c LGI Series A, LGI Series B and LGI Series C, which trade on the
Nasdaq National Market under the symbols “LBTYA,” “LBTYB” and “LBTYK,” respectively. Regular way
trading in our Series A, Series B and Senes C common stock began on June 8, 2004. The following table sets
forth the range of high and low sales pnces as adjusted for the Stock Dividend, of shares of LGI Series A,

LGI Series B and LGI Series C common stock for the periods indicated: _
Series A Series B Series C
High Low High Low High Low
Year Ended December 31, 2005 |
First quarter ............... . ..... $24.50  $21.81  $26.33  $23.76 $23.56  $21.12
Second quarter .............L.... $24.86 $20.86  $26.10  $22.89  $23.62  $20.27
Third quarter .............. L $27.35  $23.40 $29.00 $2492 $26.38  $22.39
Fourth quarter ............. W .. $2720 %2166 $29.36  $22.15  $26.01  $20.60
Year Ended December 31, 2004 U ‘
Second quarter ............. L., $1952 ' $1746 $21.62 $20.33 $19.06 $17.49
Third quarter .............. | .. $19.01  $14.69  $21.62 $17.84 $18.81  $15.06
Fourth quarter ............. co.. $24.28  $17.08 $25.84 $18.96 $23.23  $16.70
Holders \

As of February 22, 2006, there were ap}Lroximately 3,214, 155 and 3,275 record holders of LGI Series A, LGI
Series B and LGI Series C common] stock, respectively (which amounts do not include the number of
shareholders whose shares are held of record by banks, brokerage houses or other institutions, but include each
such institution as one shareholder).

Dividends

We have not paid any cash dividends on LGI Series A, LGI Series B and LGI Series C common stock, and
we have no present intention of so domg* Payment of cash dividends, if any, in the future will be determined by
our Board of Directors in light of our earnlngs financial condition and other relevant considerations. Except
for the foregoing, there are currently na restrictions on our ability to pay dividends in cash or stock, although
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credit facilities to which certain of our subsidiaries are parties would restrict our ability to access their cash for,
among other things, our payment of dividends.

Securities Authorfzed for Issuance Under Equity Compensation Plans

The following table sets forth information as of December 31, 2005, with respect to shares of our common
stock authorized for issuance under our equity compensation plans.

Equity Compensation Plan Information

Number of

securities available
Number of securities for future issuance
to be issued upon Weighted average ‘under equity
exercise of exercise price of compensation plans
outstanding options, * outstanding options, (excluding securities
‘ - i . warrants and _ warrants and . reflected in the first
Plan category " rights(1) “ _ rights(1) column)
Equity compensation plans approved by ' - '
security holders: ’ ,
Liberty Global, Inc. 2005 Incentive
Plan (As Amended and Restated
Effective March 8, 2006) o
LGI Series A common stock ....... 2,181,361 . $22.98 : 39,282,805(5)
LGI Series B common stock ....... 1,568,562 $20.10
LGI Series C common stock . ... ... 3,749,923 4 $20.29
Liberty Global, Inc. 2005 Non- '
employee Director Incentive Plan
(As Amended and Restated Effective
March 8, 2006) (2)
LGI Series A common stock . ... ... 92,152 $21.82 9,813,696(6)
LGI Series B common stock ....... —_ $ —
LGI Series C common stock ....... 92,152 $20.67
Liberty Media International, Inc. '
Transitional Stock Adjustment
Plan(2) (3) ‘
LGI Series ‘A common stock ....... 980,074 $17.47 —
LGI Series B common stock ....... 1,498,154 $19.85
LGI Series C common stock ....... : 2,478,228 $17.44
UGC Plans(4)
LGI Series A common stock ....... 3,278,451 $18.61 J—
LGI Series B common stock ....... —_ $ —
LGI Series C common stock ....... 3,129,530 $18.01
Equity compensation plans not . .
approved by security holders: o
None.................. — ' : g —
Totals
LGI Series A common stock ....... 6,532,038 49,098,501 (5) (6)
L.GI Series' B common stock .. ... . 3,066,716

LGI Series C common stock ....... , 9,449,833




(1)

(2)

(3)

(4)

(5)

In addition to the option information included in this table, there are outstanding under the various
incentive plans restricted shares of our common stock and stock appreciation rights (each a SAR) with
respect to shares of our common stock. Upon exercise, the appreciation of the SAR, which is the
difference between the. base pricejof the SAR and the then-market value of the underlying series of our
common stock or in certain cases, if lower, a specified price, may be paid in shares of the applicable series

of our common stock. For further information, see note 14 to our consolidated financial statements.

Prior to LMTI’s spin off from 'Libe}rty Media, Liberty Media approved each of the nonemployee director

incentive plan and the transitional plan in its capacity as the then sole shareholder of LMI.

The transitional plafz was adopted in connection with LMD’s spin off from Liberty Media to provide for
the supplemental award of options to purchase shares of our common stock and restricted shares of our
common stock, in each case, pursuant to adjustments made to outstandmg Liberty Media stock incentive
awards in accordance with the anti-dilution provisions of Liberty Media’s stock incentive plans No

additional awards will be made u}'ldcr the transitional plan.

The UGC Plans are comprised of the UnitedGlobalCom, Inc. 1993 Stock Option Plan, amended and
restated as of January-22, 2004;| the UnitedGlobalCom,. Inc. Stock Option Plan for Non-Employee
Directors, effective June 1, 1993, ”arncnded and restated as of January 22, 2004; the UnitedGlobalCom,
Inc. Stock Option Plan for Non- Employee Directors, effective March 20, 1998, amended and restated as
of January 22, 2004; and the UmtedGlobalCom 2003 Equity Incentive Plan, effective September 1, 2003.
Awards outstanding under each of these plans were converted into awards with respect to our common
stock in the LGI Combination. No additional awards will be made under these plans.

The incentive plan permits grants|of, or with respect to our Series A common stock, Series B common
stock or Series C common stock subject.to a single aggregate limit of 50 million shares (of which no more

".than 25 million shares may consist of Series B shares). As of December 31, 2005, an aggregate of

(6)

39,282,805 shares of common stoc“k were available for issuance pursuant to the incentive plan (of which
no more than 23,372,168 may: con51st of Series B shares).

The nonemployee director 1ncent1ve plan permits grants of, or with respect to, our Series A common
stock, Series B common stock or Scncs C common stock subject to a single aggregate limit of 10 million

- shares (of which no more than S”mﬂhon shares may consist of Series B shares). As of December 31,

2005, an aggregate of 9,815,696 éhares of common stock were available for issuance pursuant to the

nonemployee director incentive plan (of which no more than 5 million shares may consist of Series B
shares).

Recent Sales of Unregistered Securities; Use of Proceeds from Registered Securities

None.
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Issuer Purchases of Equity Securities

The following table sets forth information concerning our combany’s pilfchase of its own equity securities
during the fourth quarter of the fiscal year ended December 31, 2005: N
() ® (©) )
T - Total number- of Approximate dollar

shares purchased as value of shares that
part of publicly may yet be purchased

. Total number of - - Average price - announced plans under the plans or

Period shares purchased(1) paid per share ) or programs programs
October 1, 2005 through . ‘ . .

October 31,2005 ........... Series A: 400,000 = Series A: $24.59  Series A: 400,000 $190,162,000
October 1, 2005 through ' A . o

October 31,2005 ........... Series C: 200,000 Series C: $23.30 Series C: 200,000 $185,502,000
December 1, 2005 through - ) )

Déecember-31, 2005 ......... Series A: 1,648,231  Series A: $22.91  Series A: 1,648,231 $147,744,000
December 1, 2005 through - o "

December 31, 2005 ......... Series C: 1,255,859 ° Series C: $21.21  Series C: 1,255,859 $121,107,000
Total ........ ... ... ... Series A: 2,048,231 ' Series A: 2,048,231

Series C: 1,455,859 : Series C: 1,455,859

(1) On June 20, 2005, we announced the authorization of a stock repurchase program. Under the program,
we may acquire from time to time up to $200 million in LGI Series A common stock and LGI Series C
common stock. At December 31, 2005, we had acquired LGI Seriés A commor stock and LGI Series C
common stock at an aggregate cost of $78,893,000 under the stock repurchase program. Subsequent to
December 31, 2005, we repurchased 2,698,558 and 1,504,311 additional shares of LGI Series A and LGI
Series C common stock, respectively, for aggregate cash consideration of $89,357,000. In addition, on
March 8, 2006, our Board of Directors approved a new stock repurchase program under which we may
acquire an additional $250 million in LGI Series A common stock and LGI Series C common stock.
These stock repurchase programs may be effected through open market transactions and/or privately
negotiated transactions, which may include derivative transactions. The timing of the repurchase of
shares pursuant to the program will depend on a variety of factors, including market condltlons These
programs may be suspended or discontinued at any time.
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SELECTED FINANCIAL DATA

The following tables present selected historical financial information of (i) certain international cable
television and programming subsidiaries and assets of LMC International, for periods prior to the June 7, 2004
spin off transaction, whereby LMI’s common stock was distributed on a pro rata basis to Liberty Media’s
stockholders as a dividend, and (ii) ‘LGI (as the successor to LMI) and its consolidated subsidiaries for
periods following such date. Upon consurnmatlon of the spin off, LGI became the owner of the assets that
comprise LMC International. The follpwmg selected financial data was derived from the audited consolidated
financial statements of LGI and its predecessors as of December 31, 2005, 2004, 2003 and 2002 and for the
each of the four years ended Decem ber 31, 2005. Data for other periods has been derived from unaudited
information. This information is only a summary, and you should read it together with our consolidated

financial statements included elsewhere herein.

December 31,
2005(1) 2004(2) 2003 2002 2001

as adjusted (3)
amounts in thousands

Summary Balance Sheet Data:

Investment in affiliates ....... $ 789,066 $ 1,865,642 $1,740,552 $1,145,382 $ 423,326
Other investments ........... $ 569,059 $ 838,608 $ 450,134 $. 187,826 $ 916,562
Property and equipment, net ..y $ 7,991,292 $ 4,303,099 $§ 97,577 § 89211 § 80,306
Intangible assets, net......... J $10,839,879 $ 3,280,552 $ 693,530 $ 696,057 $§ 701,935
Total assets................. i $23,378,529 $13,702,363 - $3,687,037 $2,800,896 $2,169,102

Debt and capital lease
obligations, including current .
portion................... $10,114,972 $ 4,992,746 $§ 54,126 $§ 35286 $ 338,466

Stockholders” equity .........J $ 7,816,446 $ 5,237,083 $3,418,568 $2,708,893 $2,039,593

Year Ended December 31,
2005(1) 2004(2) 2003 2002 2001

as adjusted(3)
amounts in thousands, except per share amounts

Summary Statement of Operations

Data:
Revenue.................... ‘ $5,151,332  $2,531,889 $108,390 $ 100,255 $ 139,535
Operating income (loss) ...... L. % 251,184  $(314,891) $ (1,455) $ (39,145) $(122,623)
Share of earnings (losses) of

affiliates(4) ............... .. (22,949) $§ 38710 $ 13,739 $(331,225) $(589,525)
Earnings (loss) from continuing o

operations(5) . ............. L. $ (83,591) $§ (13,709) $ 20,889 $(329,887) $(820,355)
Earnings (loss) from discontinued

operations(6) .. ............ % 3494 8 (7,772) — — —

Net earnings (loss)........... -

"

(80,097) $ (21,481) $ 20,889 $(329,887) $(820,353)
Earnings (loss) from continuing ' '
operations per common share '
(pro forma for spin off) (7) ... $ (020) $§ (0.04) $ 007 N/A N/A
Earnings (loss) from dlscontmued
operations per common share |. . 001 $  (0.03) — N/A N/A
Earnings (loss) per common sha‘\re $ (019 $ (007) $ 007 N/A N/A
|

(1) Prior to 2005, we accounted for our interest in Super Media/J:COM using the equity method. As a result
of a change in the corporate governance of Super Media that occurred on February 18, 2005, we began

accounting for Super Media and J:COM as consolidated subsidiaries effective January 1, 2005. In

“
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(2)

(3)

(4

(5)

(6)

()

addition, on June 15, 2005, we completed the LGI Combination whereby LGI acquired all of the capital
stock of UGC that LMI did not already own and LMI and UGC each became wholly owned subsidiaries
of LGI. We also completed a number of other acquisitions during 2005. For additional information, see
note 5 to our consolidated financial statements.

Prior to January 1, 2004, the substantial majority of our operations were conducted through equity
method affiliates, including UGC, J:COM and Jupiter TV. In January 2004, we completed a transaction
that increased our company’s ownership in UGC and enabled our company to fully exercise our voting
rights with respect to our historical investment in UGC. As a result, UGC has been accounted for as a
consolidated subsidiary and included in our consolidated financial position and results of operations since
January 1, 2004. For additional information, see note 5 to our consolidated financial statements.

As further discussed in note 22 to our consolidated financial statements, we have retrospectively adjusted
our consolidated financial statements to apply the concepts set forth in EITF 05-08 to our income tax
accounting for the UGC Convertible Notes that were issued in April 2004,

Effective January 1, 2002, we adopted SFAS 142, which, among other matters, provides that goodwill,
intangible assets with indefinite lives and excess costs that are considered equity method goodwill are no
longer amortized, but are evaluated for impairment under SFAS 142 and, in the case of equity method
goodwill, APB Opinion No. 18. Share of earnings (losses) of affiliates includes excess basis amortization
of $92,902,000 in 2001.

Our net loss in 2002 and 2001 included our share of UGC’s net losses of $190,216,000 and $439,843,000,
respectively. Because we had no commitment to make additional capital contributions to UGC, we
suspended recording our share of UGC’s losses when our carrying value was reduced to zero in 2002. In
addition, our net loss in 2002 included $247,386,000 of other-than-temporary declines in fair values of
investments, and our net loss from continuing operations in 2001 included $534,962,000 of realized and
unrealized losses on derivative instruments.

On January 19, 2006, we sold 100% of UPC Norway and reclassified our consolidated financial
statements to present UPC Norway as a discontinued operation. UPC Norway was a subsidiary of UGC,
which we did not consolidate prior to 2004. For additional information, see note 5 to our consolidated
financial statements.

Earnings (loss) per common share amounts were computed assuming that the shares issued in the spin
off were outstanding since January 1, 2003. In addition, the weighted average share amounts for periods
prior to July 26, 2004, the date that certain subscription rights were distributed to stockholders pursuant
to a LMI Rights Offering by us, have been increased to give effect to the benefit derived by our
company’s stockholders as a result of the distribution of such subscription rights. All LGI share and per
share amounts have been retroactively adjusted to give effect to the September 6, 2005 Stock Dividend.
For additional information, see note 3 to our consolidated financial statements.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion and analysis is intended to assist in providing an understanding of our financial
condition, changes in financial condition and results of operations and should be read in conjunction with our
consolidated financial statements. This discussion is organized as follows:

« Overview. This section provides a general description of our business and recent events.

* Results of Operations. This section provides an analysis of our results of operations for the years
ended December 31, 2005, 2004 and 2003.

» Liguidity and Capital Resources. This section provides an analysis of our corporate and subsidiary
liquidity, consolidated cash flow statements, and our off balance sheet arrangements and contractual
commitments.

e Critical Accounting Policies, Judgments and Estimates. This section discusses those accounting
policies that contain uncertainties and require significant judgment in their application.
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« Quantitative and Qualitative Disclosures about Market Risk. This section provides discussion and
analysis of the foreign currency, interest rate and other market risks that our company faces.
|

Unless otherwise indicated,'convenienée translations into U.S. dollars are calculated as of December 31, 2005.

Overview

We are an international broadband communications provider of video, voice and Internet access services with
consolidated broadband operations 1n“19 countries (excluding Norway) outside of the continental United
States at December 31, 2003, pnmarluly in Europe, Japan and Chile. Through our indirect wholly owned
subsidiaries, UPC Holding and LG Switzerland (collectively, Europe Broadband), we provide video, voice
and Internet access services in 13 E“uropean countries. LG Switzerland holds our 100% ownership in
Cablecom, a broadband commumcatlox}\s operator in Switzerland. Through our indirect controlling ownership
interest in J:COM, we provide video, voice and Internet access services in Japan. Through our indirect 80%-
owned subsidiary VIR, we provide \ﬁideo, voice and Internet access services in Chile. We also have
(i) consolidated direct-to-home satellite operations in Australia, (ii) consolidated broadband communications
operations in Puerto Rico, Brazil and{Peru, (iii) non-controlling interests in broadband communications
companies in Europe and Japan, (iv) consolidated interests in certain programming businesses in Europe and
Argentina, and (v) non-controlling inte‘fests in certain programming businesses in Europe, Japan, Australia
and the Americas. Our consolidated programming interests in Europe are primarily held through cheliomedia,
which also provides telecommunication and interactive digital services and owns or manages investments in
various businesses in Europe. Certain of chellomedia’s subsidiaries and affiliates provide programming and

other services to Europe Broadband.

As a result of the June 15, 2005 consummation of the LGI Combination, our ownership interest in UGC, the
nltimate parent of UPC Holding and V"\fR prior to the LGI Combination, increased from 53.4% to 100%.
However, in connection with VIR’s Apnl 13, 2005 acquisition of a controlling interest in Metrdpolis, a
broadband communications provider in ”Chﬂf: UGC’s ownership interest in VIR decreased from 100% to
80%. At December 31, 2005, we owned an indirect 36.75% interest in J:COM through our 58.66% controlling
interest in Super Media and Super Medﬁa $ 62.65% controlling interest in J:COM. We began consolidating
Super Media and J:COM on January 1, 2005 Prior to that date we used the equity method to account for our

investment in Super Media/J:COM.

In addition to the LGI Combination and the consolidation of Super Media/J:COM, we have completed a
number of acquisitions during the past 1&8 months that have expanded our footprint and the scope of our
business. In Europe, we acquired (i) Nooé&, a broadband communications provider in France, on July 1, 2004,
(ii) PHL, the immediate parent of Chorus, a broadband communications provider in Ireland, on May 20,
2004, (iii) Telemach, a broadband communications provider in Slovenia, on February 10, 2005, (iv) a
controlling interest in Zone Vision, a video programming company in Europe, on January 7, 2005, (v) Astral,
a broadband communications provider in ‘Romania, on October 14, 2003, and (vi) Cablecom, a broadband
communications provider in Switzerland OI]‘,\l October 24, 2005. In another transaction in Europe, UPC Ireland,
through its contractual relationship with lMS Irish Cable and MSDW Equity, began consolidating NTL
Ireland, a broadband communications provider in Ireland, effective May 9, 2005, and on December 12, 2005,
UPC Ireland acquired a 100% interest in NTL Ireland through its acquisition of MS Irish Cable from MSDW
Equity. In the following discussion and analys1s of our results of operations, we collectively refer to the May 9,
2005 consolidation, and the December 12\\ 2005 acquisition of NTL Ireland as the “acquisition” of NTL
Ireland, with such acquisition considered to|be effective as of May 1, 2005 for purposes of comparing our 2005
and 2004 operating results. In Japan, J:COM acquired an approximate 92% ownership interest in Chofu Cable
on February 25, 2005 and a 100% interest lin J:COM Setamachi on September 30, 2005. Chofu Cable and
J:COM Setamachi are broadband commufnications providers in Japan. As noted above, VTR acquired a
controlling interest in Metropolis on Aprill 13, 2005. In addition, on December 14, 2005 we completed a
transaction that increased our indirect ownesship of Austar from a 36.7% non-controlling ownership interest to
a 55.2% controlling interest. Prior to this tr“ansactlon we accounted for our investment in Austar using the
equity method of accounting. We have also completed a number of less significant acquisitions in Europe and
Japan.
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For additional information concerning our closed acquisitions, see note 5 to our consolidated financial
statements.

As further discussed in note 5 to our consolidated financial statements, our consolidated financial statements
have been reclassified to present our broadband operations in Norway as discontinued operations. Accordingly,
in the following discussion and analysis, the operating statistics, results of operations and financial condition
that we present and discuss are those of our continuing operations.

In general, we are seeking to build a portfolio, of broadband and video programming businesses that have
strong prospects for future revenue and operating cash flow (as defined below and in note 21 to our
consolidated financial statements) growth. Therefore, we seek to acquire entities that have strong growth
potential at prudent prices and sell businesses that we believe do not meet this profile. In this regard, we began
an auction process in the fourth quarter of 2005 with respect to our Scandinavian assets which led to the sale
of UPC Norway in January 2006 and we continue to evaluate a possible sale of our broadband operating
segment in Sweden. We also seek to maintain our debt at levels that provide for attractive equity returns
without assuming undue risk.

Through our subsidiaries and affiliates, we are the largest broadband communications operator outside the
United States in terms of subscribers. At December 31, 2005, our consolidated subsidiaries owned and
operated networks that passed approximately 29.9 million homes and served approximately 19.2 million
revenue generating units (RGUs), consisting of approximately 13.8 million video subscribers, 3.2 million
broadband Internet subscribers and 2,2 million telephony subscribers.

In general, we are focused on growing our subscriber base and average total monthly revenue from all sources
(including non-subscription revenue such as installation fees or advertising revenue) per average RGU
(ARPU) by launching bundled entertainment, information and communications services, upgrading the
quality of our networks where appropriate, leveraging the reach of our broadband distribution systems to
create new content opportunities and entering into strategic alliances and acquisitions in order to increase our
distribution presence and maximize operating efficiencies.

Including the effects of acquisitions, we added a total of 5.7 million RGUs during 2005. Excluding the effects
of acquisitions, we added total RGUs of 1.3 million during 2003, including RGUs added by entities that we
acquired or began consolidating during 2005 after their respective acquisition or consolidation dates. Most of
our internal RGU growth is attributable to the growth of our Internet access and digital telephony services, as
significant increases in digital video RGUs were largely offset by declines in analog video RGUs. In addition to
RGU growth, we also focus on increasing the average revenue we receive from each household by increasing
the penetration of new services through product bundling or other means. We plan to continue increasing
revenue and operating cash flow in 2006 by making acquisitions, selectively extending and upgrading our
existing networks to reach new customers, migrating more customers to our digital video offermgs which
include premium programming and enhanced pay-per-view services.

Our analog video service offerings include basic programming and expanded basic programming in some
markets. We tailor both our basic channel line-up and our additional channel offerings to each system
according to culture, demographics, programming preferences and local regulation. Our digital video service
offerings include basic programming, premium services and pay-per-view programming, including near
video-on-demand (NVOD) and video on demand (VOD) in some markets. We offer broadband Internet
access services in all of our broadband markets. Qur residential subscribers can access the Internet via cable
modems connected to their personal computers at faster speeds than that of conventional dial-up modems. We
determine pricing for each different tier of Internet access service through analysis of speed, data limits,
market conditions and other factors.

We offer telephony services in eight countries in Europe, and in Japan, Chile and Puerto Rico, primarily over
our broadband networks. We also have begun offering digital telephony services in The Netherlands,
Switzerland, France, Austria, Hungary, Poland, Romania, Japan, Chile and Puerto Rico through Voice over
Internet Protocol (VoIP), and in 2006, we plan to launch VolP telephony services in most of our remaining
broadband markets in Europe.
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From an operational perspective, we qxpect that our ability to maintain or improve our organic growth rates
(i.e., growth rates excluding the:effects of foreign currency exchange rate fluctuations and acquisitions) for
revenue and operating cash flow will be impacted primarily by our ability to continue to achieve organic RGU
growth during 2006. In general, we e)“(pect that RGU growth in our digital video, telephony and broadband
Internet services will more than offset declines in subscribers to our analog video services. In Europe, the
positive impact of organic RGU growth during 2006 is expected to be somewhat offset by relatively flat, and in
some cases, lower prices charged for Europe Broadband’s existing services as a result of competitive and, to a
lesser extent, regulatory factors. Our gbrhty to maintain our organic growth rates for revenue in Europe will
also be lmpacted by Europe Broadband’s ability to migrate customers from analog to drgrtal video services in
The Netherlands and successfully grox‘v VoIP telephony services by increasing penetration in markets already
launched or launching this product um new markets. Europe Broadband’s operating and SG&A costs are
expected to increase on an organic basrs in 2006 as-a result of higher network operations, customer care and
customer acquisitions costs- assoc1atedr primarily with organic RGU growth and the migration of analog video
subscribers to digital video services in ”T he Netherlands. In both Japan and Chile, we expect to rely primarily
on continued RGU growth to malntam or improve our organic growth rates for revenue and operating cash
flow in 2006 as we expect prices charged for all broadband services offered by J:COM and VTR to remain
relatively flat. No assurance can be glyen that our expectations with respect to the factors that will influence
our 2006 organic growth rates will not vary from actual results

The video, telephony and Internet aocess businesses in which we operate are cap1ta1 1ntensrve Srgmﬁcant
capital expenditures are required to add customers to ouf-networks, including expenditures for equipment and
labor costs. As video, telephony and Internet access technology changes and competition increases, we may
need to increase our capital expendrtur‘es to further upgrade our systems to remain compétitive in markets that
might be impacted by the 1ntroduct10”n of new technology. No assurance can be given that any such future
upgrades could be expected to generate a positive return or that we would have adequate capital available to
finance such future upgrades. If we are unable to, or elect not to, pay for costs associated with adding new
customers, expanding or upgrading our networks or making ouf other plarined or unplanned capltal

expenditures, our growth could be limited and our competltlve position could be harmed.

Resuits of Operations

Due in large part to the January 1, ):2005 change from the equity method to the consolidation method of
accounting for our investment in Supe‘,‘r Media/J:COM, our historical revenue and expenses for 2005 are not
comparable to the corresponding 200” amounts. Additionally, due to the January [, 2004 change from the
equity method to the consolidation mﬁ:thod of accounting for our investment in UGC, our historical revenue
and expenses for 2004 are not comparable to the corresponding 2003 amounts. Accordingly, in addition to the
Discussion and Analysis of our Historical Operating Results, we have also included an analysis of our
operating results based on the approach we use to analyze our reportable segments. As further described
below, we believe that the Discussion and Analysis of our Reportable Segments that appears below provides a
more meaningful basis for companné our revenue, operating expenses and SG&A. expenses than does our

historical discussion. The Discussion aJnd Analysis of our Historical Operating Results immediately follows the

Discussion and Analysis of our Repor

The comparability of our opérating T
including our acquisitions of Noos a
Astral, Telemach, Zone  Vision, and

table Segments.

esults during 2005, 2004 and 2003 are also affected by acquisitions,
nd Chorus during 2004, our acquisitions of Cablecom, NTL Ireland,
! Metropolis, and J:COM’s acquisitions of Chofu Cable and J:COM

Setamachi, during 2005. As we have (ﬂonsolidated UGC since January 1, 2004, the primary effect of the LGI
Combination for periods following the June 15, 2005 transaction date has been an increase in depreciation and
amortization expense as a result of the application of purchase accounting. In the following discussion, we
quantify the impact of acquisitions on our results of operations. The acquisition impact is calculated as the

difference between current and prior year amounts that is attributable to the timing of an acquisition.

Changes in forcrgn currency exchang
operating segments, except for Puer!
primary exposure is currently to the e

c rates have a significant impact on our operating results as all of our
o Rico, have functional currencies other than the U.S. dollar. Our
uro and Japanese yen. In this regard, 40% and 32% of our U.S. dollar
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revenue during 2005 was derived from subsidiaries whose functional currency is the euro and Japanese yen,
respectively. In addition, our operating results are impacted by changes in the exchange rates for the Swiss
franc, Chilean peso, Hungarian forint and other local currencies in Europe.

At December 31, 20035, we owned an 80% interest in VTR and, through our interest in Super Media, an
indirect 36.75% interest in J:COM. However, as we control both VTR and Super Media/J:COM, GAAP
requires that we consolidate 100% of the revenue and expenses of these entities in our consolidated statements
of operations. The minority owners’ interests in the operating results of VTR, J:COM and other less significant
majority owned subsidiaries are reflected in minority interests in losses (earnings) of subsidiaries, net in our
consolidated statements of operations. For additional information, see note 5 to our consolidated financial
statements. It should be noted that our ability to consolidate J:COM is dependent on our ability to continue to
control Super Media, which will be dissolved in February 2010 unless we and Sumitomo mutually agree to
extend the term. If Super Media is dissolved and we do not otherwise control J:COM at the time of any such
dissolution, we will no longer be in a position to consolidate J:COM. When reviewing and analyzing our
operating results, it is important to keep in mind that other third party entities own significant interests in
J:COM and VTR and that Sumitomo effectively has the ability to prevent our company from consolidating
J:COM after February 2010.

Discussion and Analysis of our Reportable Segments

For purposes of evaluating the performance of our reportable segments, we compare and analyze 100% of the
revenue and operating cash flow of our reportable segments regardless of whether we use the consolidation or
equity method to account for such reportable segments. Accordingly, in the following tables, we have
presented 100% of the revenue, operating expenses, SG&A expenses and operating cash flow of our reportable
segments, notwithstanding the fact that we used the equity method to account for our investment in (i) UGC
during 2003 and (ii) J:COM during 2004 and 2003. The revenue, operating expenses, SG&A expenses and
operating .cash flow of UGC for 2003 and J:COM for 2004 and 2003 are then eliminated to arrive at the
reported amounts. It should be noted, however, that this presentation is not in accordance with GAAP since
the results of equity method investments are required to be reported on a net basis. Further, we could not,
among other things, cause any non-controlled affiliate to distribute to us our proportionate share of the revenue
or operating cash flow of such affiliate. Additionally, our reportable segments have been reclassified for all
periods to present our broadband operations in Norway as discontinued operations. ‘

All of the reportable segments set forth below provide broadband communications services, including video,
voice and Internet services. The Europe Broadband operating segments provided services in 13 European
countries at December 31, 2005. Other Western Europe includes our operating segments in Ireland, Sweden
and Belgium. Other Central and Eastern Europe includes our operating segments.in Poland, Czech Republic,
Slovak Republic, Romania-and Slovenia. VIR provides video, voice and Internet access services in Chile.
J:COM provides video, voice and Internet access services in Japan. Our corporate and other category includes
(i) certain less significant operating segments that provide DTH satellite services in Australia, and video
programming and other services in Europe and Argentina, broadband communication services in Puerto Rico,
Brazil and Peru, and (ii) our corporate segment. Intersegment eliminations primarily represents the
elimination of intercompany transactions between Europe Broadband and chellomedia.

For additional information concerning our reportable segments, including a discussion of our performance
measures and a reconciliation of total segment operating cash flow to our consolidated earnings (loss) before
income taxes, minority interests and discontinued operatlons see note 21 to our consolidated financial
statements.

The tables presented below in this section provide a separate analysis of each of the line items that comprise
operating cash flow (revenue, operating expenses and SG&A expenses) as well as an analysis of operating
cash flow by reportable segment for 2003, as compared to 2004, and 2004, as compared to 2003. In each case,
the tables present (i) the amounts feported by each of our reportable segments for the comparative periods,
(i) the U.S. dollar change and percentage change from period to period, (iii) the percentage change from
period to period, after removing foreign currency effects (FX), and (iv) the percentage change from period to
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period, after removing FX and the effects of acquisitions. The comparisons that exclude FX assume that
exchange rates remained constant during the periods that are included in each table. As discussed under
Quantitative and Qualitative Disclosures about Market Risk below, we have significant exposure to move-
ments in foreign currency rates. ‘

- As dlscussed above, acquisitions have, significantly affected the comparability. of thc results of operations of our
reportable segments. For additional nformat1on see the discussion under Overview above and note 5 to our
consolidated financial statements.

Revenue. of our Reportable Segments

Revenue — Years ended Decembe)“' 31, 2005 and 2004 a

Increase (decrease)

excluding
‘ " Year Ended December 31, Increase (decrease) acgt}l(is?t';gns
2005 2004 $ % FX % %

amounts in thousarids, except % amounts

El{rdpé A(Europe Broadband)

The Netherlands . ........... R N ~$ 780,934 § 730,483 § 50451 69 6.9 6.9
Switzerland . .. ... DTS P 122,078 . — 122,078 N.M. N.M. —
France ...........couvvvinn.. R 513,762 312,948 . 200,814 642 64.2 6.5
AUSER - oo s e e N 322,196 306479 15717 51 50 50
Other Western Europe . ........ L 321,377 174,389 146,988 84.3 85.1 7.0
Total Western Europe ....... L 2,060,347 1,524,299 536,048 352 352 6.4
Hungary ...... J R 281,707 217,429 64,278 29.6 27.7 217
Other Central and Eastern Europe . . ... ' 370 560 “ 252,064 118,496 "47.0 35.6 13.9
Total Central and Eastern Europe ... ‘ 652 267 469,493 182,774 389 319 ,‘ 20.3
Total Europe (Europe Broadband) 2,712,614 1,993,792 718,822 36.I 34.5 9.7
Japan (JCOM) ................1 Lo 1,662,105 1,504,709 ‘157,396 10.5 13.5 11.0
Chile (VTR) ...... ...ttt H ..... 444,161 299,951 144,210 48.1 356 17.6
Cprporatc and other ............ O - 407,564 285,507 122,057 42.8 43.2. 20.7
Intersegment eliminations . ....... 1 - {75,112) (47,361) ~ (27,751) (58.6) (58.9) (58.9)
Total LGI before elimination of equity ‘ : :
affiliates . .............. oo oLl 5,151,332 4,036,598 1,114,734
Elimination of equity affiliate (J;:COM) .. — (1,504,709) 1,504,709
Total consolidated LGI ........!. '; ) ..... ©$5,151,332 $ 2,531,889 $2,619,443
N.M. — Not Meaningful ‘

The Netherlands. The Netherlands] revenue increased 6.9% during 2005, as compared to 2004, on both a
U.S. dollar and local currency basis. The majority of the local currency increase during 2005 is attributable to
higher average RGUs, as increases 1n broadband Internet and telephony RGUs were only partially offset by
declines in video RGUs. Higher ARPU also contributed to the local currency increase during 2005. The
increase in ARPU reflects the net eﬁ'ect of the positive impact of rate increases in.January 2005 for video
services and the negative impact of df‘:creases in ARPU from broadband Internet services due to competmve
factors and an increase in the proportion of broadband Internet customers selecting lower priced tiers. The
decrease in broadband Internet ARPU which was only partially offset by an increase in broadband Internet
RGUs, resulted in a 2.6% decrease 1n The Netherlands’ revenue from broadband Internet services during
2005, as compared to 2004. We bel%eve that the competitive factors that gave rise to the decline in The
Netherlands’ broadband. Internet reyenue during 2005 will continue to impact our ability to increase
broadband Internet revenue in The Netherlands during 2006:
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In October 2003, we initiated a program to migrate substantially all of our analog video subscribers to digital
video services in The Netherlands by providing digital set-top boxes to analog video subscribers at no charge
and discounting the digital video services for a limited period of time following subscriber acceptance of the
digital set-top box. To the extent that digital video subscribers are retained after the promotional pricing
period has elapsed, we will experience an increase in ARPU derived from video services in The Netherlands.
No assurance can be given as to the percentage of new digital video subscribers that will be retained after the
promotional period has elapsed, and ‘accordingly, as to the impact of this program on our future operating
results. ‘

Certain rate increases implemented by UPC NL in The Netherlands had been under investigation by NMA,
the Dutch competition authority. On September 28, 2005, the NMA informed UPC NL that it had closed its
investigation with respect to the price increases for our analog video services in 2003-2005. The NMA
concluded that our price increases were not excessive and therefore UPC NL did not abuse what NMA views
as our dominant position in the analog video services market. The incumbent telecommunications operator in
The Netherlands has filed an appeal of the NMA decision. UPC NL believes the appeal is inadmissible. The
NMA is expected to make a decision during the first quarter of 2006. In another matter, OPTA, the Dutch
. nationa! regulatory agency, had proposed imposing retail price regulation on a cost oriented basis for UPC
NL’s analog cable television offerings and requiring the unbundling of analog video services from other
services. Following consultation with the European Commission, OPTA’s proposal was approved on the basis
that it would be limited to a period of one year and that OPTA will only intervene if price increases exceed the
CPI increase. After 2006, OPTA may again seek approval from the European Commission to maintain or
expand its regulatory powers in this retail market. Adverse outcomes from future regulatory initiatives by
OPTA could have a significant negative impact on UPC NL'’s ability to maintain or increase its revenue in
The .Netherlands. For additional information, see note 20.to our consolidated financial statements.

France. France’s revenue increased $200,814,000 during 2005, as compared to 2004. The effect of the July 1,
2004 Noos acquisition accounted for $180,734,000 of the 2005 increase. Excluding the increase associated
with the Noos acquisition and foreign exchange rate fluctuations, France’s revenue increased $20,198,000 or
6.5% during 2005, as compared to 2004. The majority of the local currency increase is attributable to increases
in the average number of broadband Internet, telephony and digital video RGUs during 2005. Higher ARPU
resulting primarily from growth in France’s digital video and broadband Internet services also contributed to
the increase.

Austria.  Austria’s revenue increased 5.1% during 2005, as compared to 2004. Excluding the effects of foreign
exchange rate fluctuations, Austria’s revenue increased $15,324,000 or 5.0%. This increase is primarily
attributable to increases in the average number of broadband Internet RGUs during 2005. A slight increase in
ARPU also contributed to the increase during 2005. The increase in ARPU reflects the net effect of (i) higher

. ARPU associated with rate increases in January 2005 for analog video services, -(ii) lower ARPU from
broadband Internet services reflecting competitive factors and an increase in the proportion of subscribers
selecting lower tiered products and (iii) a decrease in ARPU from digital video services, duc pnmarlly to
increased competition.

Other Western Europe. Other Western Europe’s revenue increased $146,988,000 during 2005, as compared
to 2004. The effects of the Chorus and NTL Ireland acquisitions accounted for $136,317,000 of such increase.
Excluding the increases associated with these transactions and foréign exchange rate fluctuations, Other
Western Europe’s revenue increased $12,127,000 or 7.0% during 2005, as compared to 2004. The increase
duting 2005 is due primarily to an increase in ARPU and, to a somewhat lesser extent, increases in the average
number of broadband Internet and digital video RGUs. The increase in ARPU is primarily due to increases 'ini
the proportlon of v1deo subscribers selecting the dlgltal product.

Hungary. Hungary’s revenue increased 29.6% during 2005, as compared to 2004. Excluding the effects of
foreign exchange rate fluctuations, such increase was $60,228,000 or 27.7%. The majority of this increase is
attributable to higher ARPU, due primarily to rate increases in January 2005 for video services. Increases in
the average number of broadband Internet, telephony and DTH RGUs and, to a lesser extent, analog RGUs;
also contributed significantly to the increase during 2005. The increase in telephony RGUs was primarily
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driven by VoIP telephony sales. Approximately one fifth of the overall local currency increase during 2005
relates to growth in the comparatively low margin telephony transit service business. Due to the expiration of
the contract for telephony transit service this revenue may not recur in 2006.

Other Central and Eastern Europe Other Central and Eastern Europe’s revenue increased $118,496,000
during 2005, as compared to 2004. "Fhe effects of the Telemach and Astral acquisitions and another less
significant acquisition accounted for %54 658,000 of such increase. Excluding the increases associated with
these acquisitions and foreign exchange rate fluctuations, Other Central and Eastern Europe’s revenue
increased $35,036,000 or 13.9% dunné 2005, as compared to 2004. The majority of the increase is attributable
to growth in average RGUs. Higher ARPU also contributed significantly to the increase in. 2005. The growth
in RGUs during 2005 is primarily attﬂlbutable to increases in the average number of broadband Internet and
video RGUs, with most of the broadband Internet growth in Poland and the Czech Republic, and most of the
video growth in Romania. l\

Japan (J.COM). J:COM’s revenue lwncreased $157 396,000 during 2005, as compared to 2004. The effect of
the Chofu Cable and J:COM Setamachi acquisitions and another less significant acquisition accounted for
approximately $37,696,000 of such 1nl£:rease Excluding the increases associated with these acquisitions and
the effects of foreign exchange rate ﬁuctuatlons, J:COM’s revenue increased $165,518,000 or 11.0% during
2005, as compared to 2004. This mcrcase is'primarily attributable to increases in the average number of
telephony, broadband Internet and v1dco RGUs during 2005, as compared to 2004. The effect of J:COM’s
RGU growth was partially offset dunng 2005 by lower ARPU. The lower ARPU is attributable to the negative
effects of a decrease in customer call vqlumes an increase in the amount of bundling discounts as a result of a
higher number of services per household and lower installation revenue. The negative effects of these factors
on ARPU were partially offset by the‘posmve effects of increases in the proportion of subscribers selecting
digital video services over analog video services and the higher-speed broadband Internet services over the
lower-speed alternatives. The lower installation revenue is primarily attributable to an increase in promotional

|
discounts offered to new customers, partlally offset by an increase in the number of installations performed.

Chile (VIR). VTR’s revenue 1ncrea“sed $144,210,000 dumng 2005, as compared to 2004. The estimated
effects of the Metrdpolis acquisition accounted for approximately $53,972,000 of such increase. Excluding the
increase associated with the Metropohs acquisition and foreign exchange rate fluctuations, VIR’s revenue
increased $52,791,000 or 17.6% during 2005 as comparcd to 2004. This increase is due primarily to growth in
the average number of VTR’s broadband Internet telephony and video RGUs Higher ARPU also

contributed to the increase.
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Revenue — Years ended December 31, 2004 and 2003

Increase (decrease)

excluding
Year Ended December 31, Increase (decrease) acgi(isiiiggns
2004 2003 $ %  FX% %
o amounts in t‘housands, except % amounts )
Europe (Europe Broadband) ‘ , . ‘

The Netherlands . ................ .. $ 730,483 $ 617,488 $§ 112,995 183 7.7 7.7
. France ............... A 312,948 - 113,842 199,106 1749 150.2 3.1

Austria ..ol 306,479 - 266,387 40,092 151 47 47

Other Western Europe .. ............ ~ 174,389 106,962 67,427 630 524 6.8

Total Western Europe ............ 1,524,299 1,104,679 419,620 38.0 26.0 _ﬁ
Hungary................ DU 217,429 165,310 52,119 31.5 18.8 18.8
‘Other Central and Eastern Europe . ... 252,064 197,108 54,956 279 18.6 18.6 -

Total Central and Eastern Burope . - 469,493 362418 _ 107,075 295 187 187

Total Europe (Europe ‘

. ‘Broadband) ................. 1,993,792 1,467,097 526,695 359 24.2 9.4
Japan (JJCOM) ..........oviiiienn. 1,504,709 1,233,492 - 271,217 220 127 12.7
Chile (VIR)............ e 299,951 229,835 70,116 30.5 15.8 15.8
Corporate and other ....... A " 285,507 263,020 22,487 85 3.2 3.2
Intersegment eliminations ...:......... (47,361) (55,169) ~ 7,808 142 219 21.9:
Total LGI before elimination of equity o

affiliates ...... ... 4,036,598 3,138,275 898,323
Elimination of equity affiliates.. . ... oo (1,504,709) (3,029,885) 1,525,176

Total consolidated LGI ....... e $ 2,531,889 §$ 108,390 $2,423,499

The Netherlands. The Netherlands’ revenue increased 18.3% in 2004, as compared to 2003. Excluding the
effects of foreign exchange rate fluctuations, such increase was 7.7%. This increase is primarily attributable to
an increase in ARPU, due primarily to higher average rates for video services and the increased penetration of
broadband Internet services. These factors were somewhat offset by reduced tariffs for telephony services as
lower outbound interconnect rates were passed through to the customer to maintain the product at a
competitive level in the market. The average number of RGUs in 2004 was slightly higher than the
comparable number in 2003 as increases in broadband Internet and telephony RGUs were largely offset by a
decline in video RGUs.

France. France’s revenue increased 174.9% in 2004, as compared to 2003, The effect of the Noos acquisition
on July 1, 2004 accounted for $167,524,000 of the increase. Excluding the increase associated with the Noos
acquisition and foreign exchange rate fluctuations, France’s revenue increased $3,529,000 or 3.1% during 2004,
as compared to 2003. This increase is primarily attributable to an increase in the average RGUs in 2004, as
compared to 2003. Video, broadband Internet and telephony services all contributed to this increase. A
decrease in the ARPU from telephony services partially offset the positive impact of the RGU increases. The
lower telephony revenue is attributable to lower tariffs from telephony services, as lower outbound intercon-
nect rates were passed through to the customer to maintain the service at a competitive level in the market, as
well as reduced outbound telephony traffic as more customers migrate from dial-up Internet access to
broadband Internet access and migrate from fixed-line telephone usage to cellular phone usage.

Austria. Austria’s revenue increased 15.1% during 2004, as compared to 2003. Excluding the effects of
foreign exchange rate fluctuations, such increase was 4.7%. This increase is primarily attributable to growth in
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Operating Expenses of our Reportable Segments

Operating expenses — Years ended December 31, 2005 and 2004

Increase (decrease)

. excluding
Year Ended December 31, Inérease (decrease) acﬁlz(is?tl}gns
2005 2004 $ % FX % %
_ amounts in thousands, except % amounts
Europe (Europe Broadband) }
The Netherlands .................. $ 251,828 $ 205802 $ 46,026 224 227 22.7
Switzerland ... ......... ... ... ... .. 51,631 — 51,631 N.M. N.M. —
France ....... JP S 257,569 165,489 92,080 55.6 555 04
Austria ...... ... .. ... ... R 119,098 115,373 3,725 32 3.2 3.2
Other Western Europe ............. 144,134 71,568 72,566 101.4 1024 2.4
Total Western Europe ............ 824,260 558,232 266,028 4777 479 9.5
"Hungary ....... ... ... . L. 122,073 93,247 28,826 309 29.0 29.0
Other Central and Easfcm Europe ... 145,340 103,255 42,085 40.8 29.9 7.3
Total Central and.Eastern Europe . . 267,413 196,502 70,911 - 36.1 295 17.6
Total Europe (Europe o
Broadband). . ... e 1,091,673 754,734 336,939 446 431 11.6 -
Japan (JJCOM) ..................... . 690,127 621,035 A »6‘9,092 1.1 144 11.6
Chile (VIR) ........ ... . it 177,543 116,1‘31 61,412 52.9. 398 “14.1
Corporate and other............... ... 291,162 216,386 74,776 346 ~35.0 13.9
Intersegment eliminations............. (64,990) (36,758) (28,232) (76.8) (77.4) (77.4)
Total LGI before elimination of equity ‘ ‘
affiliates. . ......... ... ..o L. 2,185,515 1,671,528 513,987
Elimination of equity affiliate (J:COM) — (621,035) 621,035

Total consolidated LGI............. $2,185,515 $1,050,493 $1,135,022

N.M. — Not Meaningful’

General. Operating expenses include programming, network operations, customer operations, customer care

and other direct costs. Programming costs, which represent a significant portion of our operating costs, are
expected to rise in future periods as a result of the expansion of service offerings and the potential for price
increases. Any cost increases that we are not able to pass on to our subscribers through service rate increases
would result in increased pressure on our operating margins.

Europe Broadband. Europe Broadband’s operating expenses increased $336,939,000 during 2005, as com-
pared to 2004. The aggregate effects of the Noos, Cablecom, NTL Ireland, Chorus, Astral and Telemach
acquisitions and another less significant acquisition, accounted for $237,744,000 of such increase. Excluding
the increases associated with these acquisitions and foreign exchange rate fluctuations, Europe Broadband’s
operating expenses increased $87,407,000 or 11.6% during 2005, as compared to 2004, primarily due to the
following factors:

« Increases in direct programming and copyright costs of $34,995,000 during 2005 primarily due to
subscriber growth on the digital and DTH platforms, and to a lesser extent, increased content, higher
intercompany charges from chellomedia for programming and consumer price index rate increases,
offset, in part, by the termination of an unfavorable programming contract in May 2005,

» Increases in interconnect costs of $10,913,000 during 2003, primarily due to growth in telephony transit
service activity in Hungary and growth in VolP telephony subscribers in The Netherlands, France,

I1-16




Hungary, Poland and Romama A portion of the Hungary increase may not recur in 2006 due to the
expiration of Hungary’s telephany transit service contract.

Increases in salaries and othenr staff related costs of $24,100,000 during 2005, primarily reflecting
increased staffing levels including increased use of temporary personnel, particularly in the customer
care and customer operations areas, to sustain the higher levels of activity resulting from:

higher subscriber numbers;

per subscriber in The Netherlands and elsewhere that the increased
roadband Internet and telephony subscribers give rise to compared to an

the greater volume of calls
proportion of digital video, b
analog video subscriber;’

The Netherlands’ progrém to migrate subscribers from analog video to digital video services, which

was launched in October 2005 and is expected to continue throughout 2006;

increased customer service standard levels; and

annual wage increases.

" Increases in network related e‘xpenses of $8,515,000 during 2005, primarily driven by higher costs in
The Netherlands and Hungary‘.

Increases in bad debt and colll
revenue,

ection expenses of $4,896,000 due largely to the significant increase in

Increases in outsourced labor
increase service levels, netwo
operations, primarily the launc

and consultancy fees of $4,000,000 during 2005, driven by projects to
rk improvements and development of new products in certain of our

h of mass-market digital service in The Netherlands.

Japan (J:COM). J.COM’s operating expenses increased $69,092,000 during 2005, as compared to 2004. The
effects of the Chofu Cable and J:GOM Setamachi acquisitions and another less significant acquisition
accounted for approximately $16,890,000 of such increase. Excluding the increases associated with these
acquisitions and the effects of foreign exchange rate fluctuations, J:COM’s operating expenses increased
$72,040,000 or 11.6% during 2005, as compared to 2004. This increase primarily is due to increases of

(i) $23,708,000 in salaries and other s"
in programming and related costs a

(iii) $10,988,000 in telephony interco
network operating expenses, mainten
expansion of J:COM’s network and

taff related costs as a result of increased staffing levels; (ii) $22,814,000
s a result of growth in the number of digital video customers; and
nnect costs due primarily to growth in telephony customers. Increases in
ance and technical support costs associated with RGU growth and the
the effects of other individually insignificant items accounted for the

remaining increase.

Chile (VTR). VTR’s operating expenses increased $61,412,000 during 2005, as compared to 2004. The
estimated effects of the Metrdpolis dcqulsmon accounted for approximately $29,834,000 of such increase.
Excluding the increase associated thh the Metrépolis acquisition and foreign exchange rate fluctuations,
VTR’s operating expenses increased $16 374,000 or 14.1% during 2005, as compared to 2004. This increase,
which is primarily attributable to gronth in VTR’s subscriber base, includes (i) increases in labor and other
staff related costs; (ii) increases in local and cellular access charges, due primarily to an increase in customer
traffic, and in the case of local access|charges, an increase in rates and (iii) increases in technical service and
maintenance costs.
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Operating expenses — Years ended December 31, 2004 and 2003

Increase (decrease)

excluding
Year Ended December 31, Increase (decrease) acgt)x(is?:;gns

2004 2003 $ % FX % %
‘ amounts in thousands, except % amounts

Europe (Europe Broadband)

The Netherlands . .................. $ 205,802 $ 204,186 $ 1,616 0.8 (8.5) (8.5)
France .......... ... . i, 165,489 64,676 100,813 1559 1324 3.7
Austria .. ... i 115,373 100,720 14,653 145 4.0 4.0
Other Western Europe . ............. 71,568 36,505 35,063 960 8438 9.6
Total Western Europe ............ : 558,232 406,087 152,145 37.5 254 (1.8)
Hungary .......... ... ciieiai.. 93,247 73,800 19,447 264 13.8 13.8
Other Central and Eastern Europe. ... 103,255 83,529 19,726 236 144 14.4
Total Central and Eastern Europe .. - 196,502 157,329 39,173 249 141 14.1
Total Europe (Europe
Broadband) ................. 754,734 563,416 191,318 340 223 2.6
Japan (JJCOM) ........ ... ...t 621,035 = 542,242 78,793 145 5.7 5.7
Chile (VIR)..................o... 116,131 96,965 19,166  19.8 5.9 5.9
Corporate and other .................. 216,386 189,681 26,705 14.1 7.2 7.2
Intersegment eliminations ............. (36,758) (45,505) 8,747 19.2  26.6 26.6
Total LGI before elimination of equity
affiliates ............ ... ... ... ... 1,671,528 1,346,799 324,729
Elimination of equity affiliates.......... (621,035) (1,284,023) 662,988

Total consolidated LGI ............. $1,050493 $§ 62,776 $987,717

Europe Broadband. Europe Broadband’s operating expenses increased $191,318,000 during 2004, as com-
pared to 2003. The aggregate effects of the Noos and Chorus acquisitions accounted for $110,661,000 of such
increase. Excluding the increases associated with these acquisitions and foreign exchange rate fluctuations,
Europe Broadband’s operating expenses increased $14,830,000 or 2.6% during 2004, as compared to 2003,
primarily due to the following factors:

* an increase in customer operation expenses as a result of higher numbers of new and reconnecting
subscribers during 2004, as compared to 2003. This higher activity level required Europe Broadband to
hire additional staff and use outsourced contractors;

* an increase in direct programming costs related to subscriber growth and, in certain markets, an
increase in ‘channels on the analog and digital platforms;

« a decrease due to net cost reductions across network operations, customer care and billing and
collection activities. These reductions were due to improved cost controls across all aspects of the
business, including more effective procurement of support services, lower billing and collections
charges, with bad debt charges in particular reduced in The Netherlands, and the increased operational
leverage of the business;

« an increase in intercompany costs for broadband Internet services under the revenue sharing agreement
between Europe Broadband and chellomedia;

+ a decrease related to reduced telephony direct costs in 2004, as compared to 2003, primarily due to
decreases in outbound interconnect rates;
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. | .
« an increase due to annual wage increases; and

« a decrease due to cost savings in The Netherlands resulting from d restructuring plan implemented in
the second quarter of 2004 whejr’eby the management structure was changed from a three-region model
to a centralized management ojrganization.

Japan (J:COM). J:COM’s operatiné’ expenses increased $78,793,000 during 2004, as compared to 2003.
Excluding the effects of foreign exche{nge fluctuations, such increase was $30,908,000 or 5.7%. These local
currency increases primarily are due tcﬁ an increase in programming costs as a result of subscriber growth and
improved service offerings. Increases iij'n network maintenance and technical support costs associated with the

expansion of J:COM’s network also contributed to the increases.

Chile (VTR). VTR’s operating expenses increased $19,166,000 during 2004, as compared to 2003.
Excluding the effects of foreign excﬂangé fluctuations, such increase was $5,721,000 or 5.9%. The local
currency increase primarily is due| to increases in (i) domestic and international access charges,

(ii) programming costs, and (iii) the cost of maintenance and technical services. Such increased costs were
largely driven by RGU growth.

SG&A Expenses of our Reportable Segments
SG&A expenses — Years ended December 31, 2005 and 2004

Increase (decrease)
excluding

Year Ended December 31, Increase (decrease) acgl)l(is?tl;gns

2005 2004 $ % FX % %
amounts in thousands, except % amounts

Europe (Europe Broadband)

The Netherlands ..................... § 168,182 $148943 § 19,239 129 129 12.9
Switzerland . . ........... ... o oL 26,922 — 26,922 N.M. NM. —
France ................... . ... Pei 158,946 101,685 57,261 563  56.8 6.1
Austria ... i 65,851 68,799 (2,948) (4.3) (4.1) (41
Other Western Europe ............... 66,075 39,141 26,934 688 70.0 95
Total Western Europe . . ............ 485976 358,568 127,408 355 358 13
Hungary .......... . ... .0 ... 51,256 41,727 9,529 228 217 21.7
Other Central and Eastern Europe |. .. ... 77,950 54,331 23,619 435 326 156
Total Central and Eastern Europe .. ... 129,206 96,058 33,148 345 278 18.3
Total Europe (Europe Broadband) .. 615,182 454,626 160,556 353 34.1 9.6
Japan (:=COM) .............. ..l ... 335,681 294,077 41,604 141 173 13.0
Chile (VIR) .................... 1 ...... 115,168 75,068 40,100 534 403 18.9
Corporate and other............... oo, 139,063 120,518 18,545 154 16.6 13.4
Inter-segment eliminations ........ o (10,122) (10,603) 481 4.5 4.8 4.8
Total LGI before elimination of equity
afﬁliatcs..........‘...........J‘ ...... 1,194972 933,686 261,286
Elimination of equity affiliate (J:COM) .... — (294,077) 294,077
Total consolidated LGI.........)...... $1,194972 $639,609 $555,363

N.M. — Not Meaningful

General. SG&A expenses include human resources, information technology, general services, management,
finance, legal and marketing costs and other general expenses.
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Europe Broadband. Europe Broadband’s SG&A expenses increased $160,556,000 during 2003, as compared
to 2004. The aggregate effects of the Noos, Cablecom, NTL Ireland, Chorus, Astral, and Telemach
acquisitions, and another less significant acquisition, accounted for $111,405,000 of such increase. Excluding
the increases associated with these acquisitions and foreign exchange rate fluctuations, Europe Broadband’s
SG&A expenses increased $43,816,000 or 9.6% during 2005, as compared to 2004, primarily due to:

+ Increases in sales and marketing expenses and commissions of $28,320,000 during 2005, reflecting the
cost of marketing campaigns designed to promote RGU growth, and support the growth of VolP
telephony services, and the launch of mass-market digital video services in The Netherlands. An
increase in the number of gross subscriber additions for broadband Internet and telephony services,
particularly in The Netherlands, also contributed to the increase.

« Increases in salaries and othcr staff related costs of $8,243,000 during 2005, reflecting increased staffing
levels, particularly in The Netherlands, in sales and marketing and information technology functions, as
well as annual wage increases.

» Increase in outsourced labor and consultancy cost of $7,083,000 during 2005, reflecting the develop-
ment of new products in certain of our operations, primarily the launch of mass-market digital service
in The Netherlands.

The increase in Europe Broadband’s SG&A expenses were partially offset by decreases in certain SG&A
expenses, primarily the decrease of audit and legal expenses of $9,604,000 reflecting the conclusion of certain
litigation and lower fees attributable to our internal controls attestation process.

Japan (J:COM}. J.COM’s SG&A expenses increased $41,604,000 during 2005, as compared to 2004. The
effects of the Chofu Cable and J:COM Setamachi acquisitions and another less significant acquisition
accounted for approximately $12,660,000 of such increase. Excluding the increase associated with these
acquisitions and the effects of foreign exchange rate fluctuations, J:COM’s SG&A expenses increased
$38,230,000 or 13.0% during 2005, as compared to 2004. This increase primarily is attributable to increases in
labor and related overhead costs associated with an increase in the scope -of J:COM’s business. The increase
also reflects higher marketing, advertising and promotional costs, including costs incurred in connection with
J:COM’s rebranding initiative during the first half of 2005.

Chile (VIR). VTR’s SG&A expenses increased $40,100,000 during 2005, as compared to 2004. The
estimated effects of the Metrdpolis acquisition accounted for approximately $16,057,000 of such increase.
Excluding the increase associated with the Metrdpolis acquisition and foreign exchange rate fluctuations,
VTR’s SG&A expenses increased $14,188,000 or 18.9% during 2005, as compared to 2004. This increase,
which is largely attributable to growth in VTR’s subscriber base, reflects increases in labor and related costs
and in sales commissions.
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SG&A expenses — Years ended December 31, 2004 and 2003

Increase (decrease)

excluding . .
' - Year Ended December 31, Increase (decrease) acgl)l(is?tl;gns
2004 -2003 $ % FX % %

amounts in thousands, except % amounts

Europe (Europe Broadband) |

The Netherlands ..............0........ $ 148943 $ 126,357 $ 22,586 179 7.0 7.0
France ................ SUENUE PR . 101,685 37,231 64,454 173.1 1479 9:5
Austria ...t o 68,799 57,714 11,085 192 8.2 8.2
Other Western Europe ............... .. 391417 24,254 14887 614 500 107
 Total Western Europe . .......0........ 358,568 245,556 113,012 460 329 8.0
Hungary .. .... PR L0 4LT27T 0 31,029 10,698 345 210 210
Other Central and Eastern Europe|........ 54,331 46,917 7414 158 7.0 . _w :
Total Central. and Eastern ‘Europ‘e R 96,058 77,946 18,112 232 126 12,6
Total Europe (Europe Broadb‘md) L 454,626 - 323,502 ‘ 131,124 40.5 28.0 9.1
Japan (J:COM).............0... ] .. e 294,077 262932 31,145 118 35 35
Chile (VIR) ... R R L 75,068 62919 . 12,149 193 6.3 6.3
Corporate and other............... f e . 120,518 111,693 8,825 79 16 1.6
Intersegment eliminations ... .......J...... .. (10,603) (9,664) 939 (9.7) (08) (0.3)
Total LGI before elimination of equlty B ' o :
affiliates. . ..................... Lo 933686 751,382 182,304
Elimination of equity affiliates ... ... T LU0 (294,077) (723,515) 429,438
Total consolidated LGI .........0........ $ 639,609 $ 27,867 $611,742

Europe Broadband. Europe Broadbapd s SG&A expenses increased $131,124,000 during 2004, as compared
to 2003. The aggregate effects of the Noos and Chorus acquisitions accounted for $61,061,000 of such
increase. Excluding the increases associated with these acquisitions and foreign exchange rate fluctuations,
Europe Broadband’s SG&A expense{ increased $29,521,000, or 9.1% during 2004, as compared to 2003,

primarily due to: |

* an increase in marketing equ.lnditures to support subscriber growth and new digital programming
services, particularly in The Netherlands;

+ annual wage increases; and

» increased consulting and other|information technology support costs associated with the implementa-
tion of new customer care systems in several countries and a subscriber management system in Austria.

These increases were partially offset by continuing cost control across all aspects of the business and cost
savings resulting from The Netherlands’ restructuring that was implemented during the second quarter of

2004.

Japan (J:COM). J.COM’s SG&A expenses increased $31,145,000 during 2004, as compared to 2003.
Excluding the effects of foreign exchan 1ge rate fluctuations, such increase was $9,203,000 or 3.5% during 2004,
as compared to 2003. This local currency increase primarily is attributable to the net effect of (i) increased
labor and other overhead costs assomated primarily with increases in J:COM’s RGUs, and (ii) reduced
marketing personnel and advertising and promotion expenses.

\

Chile (VTR). VTR’s SG&A expcns%s increased $12,149,000 during 2004, as compared to 2003. Excluding
the effects of foreign exchange rate fluctuations, such increase was $3,964,000 or 6.3%. The local currency
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increase primarily is due to (i) an increase in commissions as a result of subscriber growth, (ii) an increase in
marketing costs in response to increased competition, (iii) annual wage increases, and (iv) higher legal,
accounting and other professional advisory fees due in part to the initiation of our internal controls attestation
process. The impact of the foregoing items was partially offset by a one-time credit of $4,695,000 in December
2004 for the reversal of accrued withholding tax as a result of the forgiveness of management fees payable to
UGC. o '

Operating Cash Flow of our Reportable Segments

Operating cash flow is the primary measure used by our chief operating decision maker to evaluate segment
operating performance and to decide how to allocate resources to segments. As we use the term, operating
cash flow is defined as revenue less operating and SG&A expenses (excluding depreciation and amortization,
stock-based compensation and impairment, restructuring and other operating charges or credits). We believe
operating cash flow is meaningful because it provides investors a means to evaluate the operating performance
of our segments and our company on an ongoing basis using criteria that is used by our internal decision
makers. Our internal decision makers:believe operating cash flow is a meaningful measure and is superior to
other' available GAAP measures because it represents a transparent view of our recurring operating
performance and allows management to readily view operating trends, perform analytical comparisons and
benchmarking between segments in the different countries in which we operate and identify strategies to
improve operating performance. For example, our internal decision makers believe that the inclusion of
impairment and restructuring charges within operating cash flow would distort the ability to efficiently assess
and view the core operating trends in our segments. In addition, our internal decision makers believe our
measure of operating cash flow is important because analysts and investors use it to compare our performance
to other companies in our industry. For a reconciliation of total segment operating’ cash flow to our
consolidated earnings (loss) before income taxes, minority interests and discontinued operations, see note 21
to our consolidated financial statements. Investors should view operating cash flow as a measure of operating
performance that is a supplement to, and not a substitute for, operating income, net earnings, cash flow from
operating activities and other GAAP measures of income. '
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Operating Cash Flow — Years ended December 31, 2005 and 2004

Increase (decrease)
excluding

Year Ended December 31, Increase (decrease) acgt)n(is?t’:gns

2005. 2004 $ % FX % %
amounts in thousands, except % amounts

Europe (Europe Broadband) , r
The Netherlands oo .. ... S AN $ 360,924 $ 375,738 $(14,814) (3.9) . (42) (4.2)

Switzerland . ........... T 43,525 — 43,525 N.M. N.M. —
France ........ ... .. ... ... oo b 97,247 45,774 51,473 1125 1114 28.8
Austria ... 00 PR e 137,247 122,307 14940 122 119 11.9
Other Western Europe ..........0...... 111,168 63,680 47,488 74.6 749 10.5
Total Western Europe . ........ }) e 750,111 607,499 142,612 23.5 232 31
Hungary .......... e P .i\ ....... 108,378 82,455 25923 314 291 29.1
Other Central and Eastern Europe .“ ...... 147,270 94,478 52,792 559 435 20.1
Total Central and Eastern Europe|. ... .. 255,648 176,933 78,715 445 36.8 24.3
Total Europe (Europe Broadbar}rd) .. 1,005,759 784,432 221,327 282 26.3 7.9
Japan (JJCOM).......... e T 636,297 589,597 46,700 7.9 107 9.3
Chile (VTR) ....... e \\ ...... 151,450 108,752 42,698 39.3 277 20.3

Corporate and other. . .... R, -

L (22661)  (51,397) 28,736 559 553 266

f

Total LGI before elimination of equrty\ ‘ '
affiliates........ ...l ) USRI 1,770,845 1,431,384 339,461

Elimination of equity affiliate (J: COM)\....‘. S —  (589,597) 589,597
Total W\ $1,770,845 $ 841,787 $929,058

N.M. — Not Meaningful

On a local currency basis, Europe Broadband and VTR, and to a lesser extent, J:COM experienced declines in
their respective 2005 operating cash flow M w margins (operating cash flow divided by revenue). We expect that
Europe Broadband’s overall operating cash flow margins will improve slightly in 2006 as the positive effects of
(i) cost reductions and efficiencies resultrng from the integration of our 2005 acquisitions and (ii) higher
utilization of customer fulfillment and bilfling platforms are expected to more than offset the negative effects of
(i) increased direct costs associated with new voice and digital video customers, (ii) higher customer
acquisition costs associated with RGU growth and (iii) the continuing effects of increased competition. In
The Netherlands, our program to migrate subscribers from analog to digital video services, our ongoing launch

of VoIP, and competitive factors are exﬂected to adversely impact operating cash flow margins during 2006.

J:COM management expects that J: COI&I s operating cash flow margin will be somewhat negatively impacted
by (i) increased programming costs related to increased high definition television content and anticipated
increases in digital video subscribers, (n) the negative initial impact on margins of recent acquisitions, and
(iit) costs associated with new mrtratrves)‘) In Chile, we expect that operating cash flow margins will improve
somewhat in 2006 if we are able to continue to achieve efficiencies and cost reductions from the integration of
the operations of VTR and Metrépolis. |No assurance can be given that our expectations with respect to
operating cash flow margins will not vary from actual results. For additional discussion of the factors
contributing to the changes in opcratlng cash flow of our reportable segments, see the above analyses of

revenue, operating expenses and SG&A expenses.
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Operating Cash Flow — Years ended. December 31, 2004 and 2003

Increase (decrease)

excluding
- Year Ended December 31, lncrez.lse (decrease) achl)fis?:;gns
2004 2003 $ % FX % %
, amounts in thousands, except % amounts
Europe (Europe Broadband)
The Netherlands . .................. $ 375,738 $§ 286,945 §$ 88,793 309 195 19.5
France ........cciviiiiinnnnne. 45,774 11,935 33,839 283.5 2555 (21.0)
AuStria ..o e 122,307 107,953 14,354 13.3 3.5 35
Other Western Europe .. ...... R 63,680 46,203 17,477 37.8 28.0 2.6
Total Western Europe ............ : 607,499 453036 154,463 - 34.1 228 129
Hungary . ........ ..ot 82,455 60,481 21,974 363 238 23.8
Other Central and Eastern Europe . . .. 94,478 66,662 27,816 417 31.8 31.8
Total Central and Eastern Europe .. 176,933 127,143 49,790 392 280 28.0
Total Europe (Europe ‘ : ' ‘
Broadband) ................. ‘ 784,432 580,179 204,253 352 239 16.2
Japan (JJCOM) .......... e 589,597 428,318 161,279 377 272 27.2
Chile (VIR) ..., 108,752 69,951 38,801 555 380 38.0
Corporate and other .................. (51,397) (38,354) (13,043) (34.0) (17.7)  (17.7)
Total LGI before elimination of equity
affiliates .......... ... ... ... ... 1,431,384 1,040,094 391,290
Elimination of equity affiliates.......... (589,597) (1,022,347) 432,750

Total. ... $ 841,787 § 17,747 $824,040




Discussion and Analysis of our ﬁistorical Operating Results

Years ended ‘December 31, 2005 and, 2004
M
h

As noted above, the effects of our JanHuary 1, 2005 consolidation of Super Media/J: COM, and acquisitions
have affected the comparabﬂlty of our fesults of operations during 2005 and 2004. Unless otherwise indicated
in the discussion below, the 51gn1ﬁcant1 increases in our historical revenue, expenses and other items during

2005, as comparcd to 2004, are pnmanly attributable to the effects of these transactions. For more detailed
explanatlons of the changes in our revénuc, operatmg expenses and SG&A expenses, see the Discussion and
Analysis of Reportable Segments that appears above.

General

" Revenue ‘ ‘;

Our total consolidated revenue lncreas‘ed $2,619, 443 000 during 2005, as compared to 2004. The effects of
acquisitions and the consolidation of Super Media/J:COM accounted for $2,274,023,000 of such increase.
Excluding the effects of these transactlnons and foreign exchange rate fluctuations, total consolidated revenue
increased $277,312,000 or 11.0% durmg 2005, as compared to 2004. As discussed in greater detail under
Discussion and Analysis of Reportable Segments above, most of these increases are attributable to RGU

growth.

Operating expense

Our total consolidated operating expense increased $1,135,022,000 during 2005, as compared to 2004. The
effects of acquisitions and the consolid“altion of Super Media/J:COM accounted for $1,003,367,000 of such
increase. Excluding the effects of these‘transactions and foreign exchange rate fluctuations, total consolidated
operating expense increased $105,315,000 or 10.0% during 2005, as compared to 2004. As discussed in more
detail under Discussion and Analysis of Reportable Segments above, these increases generally reflect increases
in (i) programming costs, (ii) labor costs, (iii) interconnect costs, and (iv) less significant increases in other
expense categories. Most of these increases are a function of increased volumes or levels of activity associated
with the increase in our customer base : :

SG&A expense

I
Our total consolidated SG&A expense increased $555,363,000 during 2005, as compared to 2004. The effects

of acquisitions and the consolidation of Super Media/J:COM accounted for $466,971,000 of such increase.
Excluding the effects of these transactlons and foreign exchange rate fluctuations, total consolidated SG&A
expense increased $74,631,000 or 11. 7%} during 2005, as compared to 2004. As discussed in more detail under
Discussion and - Analysis of Reportable Segments above, these increases generally reflect increases in
(i) marketing, advertising and commissions and (ii) labor costs. The increases in our marketing, advertising
and commissions expenses primarily are attributable to our efforts to increasé our RGUs and launch new
product initiatives. The increases in our labor costs primarily are a function of the increased levels of activity
associated with the increase in our customer base.

Stock-based compensation expense

A summary of our stock-based compensation expense is set forth below::
‘ ' Year Ended December 31,

2005 2004
amounts in thousands
LGI common stock ... oo o i e $29,011 $135,455
J:COM common stock ......... e e e e . 23,147 7,221
Other ..o 7,073 —
Total ..... e S U ©$59,231  $142,676




We record stock-based compensation that is associated with.LGI common stock, J:COM common stock, and
certain other subsidiary common stock. The stock-based compensation expense associated with J:COM
common stock consists of the amounts recorded by J:COM pursuant to its stock compensation plans, and
amounts recorded by LGI with respect to LGI’s subsidiary stock plan pursuant to which certain LGI officers
have an indirect interest in J:COM. As a result of adjustments to certain terms of the former UGC and LMI
stock incentive awards in connection with (i) their respectlve rights oﬂ'enngs in February 2004 and July 2004
and (ii) the LGI Combination in June 2005, most of the LGI 'stock incentive awards outstanding at
December 31, 2005 are accounted for as variable-plan awards. The stock-based compensation expense for
2004 includes a $50,409,000 charge to reflect a change from fixed-plan accounting to variable-plan accounting
as a result of modifications to the terms of UGC stock options in connection with UGC’s February 2004 rights
offering. Other fluctuations in our stock-based compensation expense during 2005 are largely a function of
changes in the market price of the underlying common stock. The increase in J:COM stock-based
compensation expense is primarily attributable to an increase in J:COM’s stock price since its IPO in March
2005. Due to the use of variable-plan accounting for most of the outstanding LGI and J:COM stock incentive
awards, stock-based compensation. expense with respect to such stock.incentive awards is. subject to
adjustment in future periods based on the market value of .the underlying common stock. and vesting
schedules, and ultimately on the final determination of market value when the incentive awards are exercised.
For additional information concerning stock-based compensation, see notes 3 and 14 to our consolidated
financial statements.

Depreciation and amortization

Our total consolidated depreciation and amortization expense: increased $539,115,000 during 2005, as
compared to 2004. The effects of the consolidation of Super Media/J:COM, acquisitions and the LGI
Combination accounted for $636,031,000 of such increase. Excluding the effect of these transactions and
foreign exchange rate fluctuations, depreciation and amortization expense decreased $102,240,000 or 11.2%
during 2005, as compared to 2004. This decrease is due primarily to (i) the impact of certain of Europe
Broadband’s information technology and other assets becoming fully depreciated during the last half of 2004
and (ii) the impact during the 2004 periods of Europe Broadband’s acceleration of the depreciation of certain
customer premise equipment that was targeted for replacement. ‘

Impairment of long-lived assets

We incurred impairment charges of $8,320,000-and $69,353,000 during 2005 and 2004, respectively. The 2005
amount includes a $7,550,000 impairment charge to reduce the carrying ‘value of the intangible asset
associated with our franchise rights in Puerto Rico to its estimated fair value of $155,900,000. The 2004
amount includes (i) a $26,000,000 impairment charge as a result of our assessment of the recoverability of
enterprise level goodwill that was associated with one of .our consolidated subsidiaries, (i) a $16,623,000
impairment charge recorded by UGC to write-down the long-lived assets of certain telecommunications
operations.in Europe, (iii) $10,955,000 related to the write-down of certain of Europe Broadband’s tanglble
fixed assets in The Netherlands, and (iv) other less. SIgmﬁcant charges. .

Restructuring and other operating charges (credits), net

We incurred restructuring and other operating charges (credits) of $(2,753,000) and $28,901,000 during 2005
and 2004, respectively. The 2004 amount includes $21,660,000 related to the restructuring of Europe
Broadband’s operations in The Netherlands. The 2005 amount includes (i) a $7,709,000 reversal of the
reserve recorded by The Netherlands during 2004 due to our 2005 decision to reoccupy a building and
(ii) other individually insignificant amounts. For additional information, see note 17 to our consolidated
financial statements.

Interest expense

Our total consolidated interest ékpense increased $147,146,000 during 2005, as compared to 2004, Excluding
the effects of foreign currency exchange rate fluctuations, interest expense increased $149,502,000 during
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2005, as compared to 2004. This i;crease is primarily attributable to a $5,122,226,000 increase in our
outstanding indebtedness during 2005, most of which is attributable to debt incurred or assumed in connection
with the Cablecom Acquisition, the consolidation of Super Media/J:COM and ‘other acquisitions. The
increase also includes the net effect of (i) a $35,170,000 increase associated with non-cash interest expense
representing the net. increase durmgl 2005 in the estimated fair value of certain mandatorily redeemable
securities issued by the Investcos, (11) a $7,790,000 increase in the interest expense incurred during 2005 on
the UGC Convertible Notes, which lwere issued in April 2004, and (iii) a $7,484,000 decrease in interest
expense resulting from lower amortiz}‘ation of deferred financing costs, due primarily to debt extinguishments
and the application of purchase accounting. Most of the net increase in the estimated fair value of the
mandatorily redeemable securities of the Investcos is associated with the increased liquidity of the underlying
Telenet shares following the Telenct\‘IPO For additional information concerning Telenet, see note 6 to our
consolidated financial statements. An increase in our weighted average interest rate during 2005 also

contributed to the overall increase 1n‘ interest expense.

Interest and dividend income

Our total consolidated interest and dividend income increased $12,155,000 during 2005, as compared to 2004
due primarily to dividends received o{:n shares of ABC Family Worldwide, Inc. Series A preferred stock. We
acquired a 99.9% interest in this preferred stock from Liberty Media in connection with the June 2004 spin off.
The impact of this increase was partially offset by a decrease in guarantee fees received from J:COM, due
primarily to the elimination of most|of such guarantees in connection with J:COM’s December 2004 bank
refinancing.. An increase in the intere%t earned on our weighted average cash and cash equivalent balances also

contributed to the increase.

Share of earnings (losses) of aﬁil;zates, net

| .
The following table reflects our share of earnings (losses), net of affiliates including any other-than-temporary
declines in value: S S

Year Ended December 31,

2005 2004

! amounts in thousands
Jupiter TV ................ e e $ 27,759 % 14,644
‘Telenet ...l NI e Lo (33,494) —
Austar ... ... P P 13,100 976
Mediatti. .................. D (6,909)  (2,331)
Metrépolis .. ............... Lo [ B (6,782) (8,355)
Super Media/J:COM ... ... L. ... .. S — 45,092
Other . ....oovvveeeiei., L U (16,623)  (11,316)
Total ..oooveeeeenn ) R $(22,949) § 38,710

Our share of earnings (losses) of aﬁihates includes losses related to other-than-temporary declines in the value
of our equity method investments of $29,187,000 and $25,973,000 during 2005 and 2004, respectively. For
additional information, see note 6 tcT our consolidated financial statements.
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Realized and unrealized gains (losses) on derivative instruments, net

The details of our realized and unrealized gains (losses) on derivative instruments, net are as follows for the
indicated periods: ‘ ' ‘

5

Year Ended Decemhel; 31,

2005 2004

. -amounts in thousands
Cross-currency and interest rate exchange contracts .. ................. $216,022  $(64,097)
Embedded derivatives . ....... . . e 69,999 23,032
Foreign exchange contracts. .. ... ...l 11,682 196
Call and put contracts . ........... PSP e 8,780 1,713
Total return'debt swaps. ... ... : — 2,384
OthEr ..o AU 3,490 997
Total ..o .. $309,973  $(35,775)

The increase in the unrealized gains on the UPC Broadband Holding cross currency and interest rate swaps
and caps is attributable to the net effect of (i) larger notional amounts in 2005, as compared to 2004,
(i) market movements with respect to the appreciation of the U.S. dollar exchange rate compared to the euro
that caused the value of these contracts to increase, and (iii) market movements with respect to lower interest
rates which decreased the market value of the contracts.

The unrealized gains (losses) reported for the embedded derivatives primarily relate to the embedded
derivative component of the UGC Convertible Notes and the prepaid forward sale of News Corp. Class A
common stock. For additional information, see note 10 to our consolidated financial statements.

Foreign currency transaction gains (losses), net

The details of our foreign currency transaction gains (losses) are as follows for the indicated periods: |
Year Ended December 31,

2005 2004
. amounts in thousands
U.S. dollar debt issued by our European subsidiaries ................. $(219,794) § 35,684
Euro denominated debt issued by UGC ........ ... ... ... ....... 64,173 (51,903)
Yen denominated cash held by LGI subsidiary ...................... (33,234) 7,408
Euro denominated cash held by UGC ............................. (16,668) 26,192
Intercompany notes denominated in a currency other than the entities’
functional CUITENCY . ... ...ttt e (10,644) 46,206
Euro denominated debt issued by European subsidiary................ 10,539 —
"Repayment of yen denominated shareholder loans(1) ........... P — 56,061
Other. ... e P (3,772) (2,134)
Total ....... ... e ceeveen.o.. $(209,400) $117,514

(1) On December 21, 2004, we received cash proceeds.of ¥43,809 million ($420,188,000 on December 21,
2004) in connection with the repayment by J:COM and another affiliate of all principal and interest due
to our company pursuant to then outstanding shareholder loans. In connection with this transaction, we
recognized in our statement of operations the foreign currency translation gains that previously had been
reflected in accumulated other comprehensive earnings (loss).
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Gain on exchange of investment securities

We recognized a pre-tax gain aggregating $178, 818 000 dunng 2004 on exchanges of investment securities
including a $168,301,000 gain which|is attributable to the July 19, 2004 conversion of our investment in
Telewest Communications plc Senior| Notes and Senior Discount Notes into 18,417,883 shares or approxi-
mately 7.5% of the issued and outstanding common stock of Telewest. This gain represents the excess of the
fair value of the Telewest common stock received over our cost basis in the Senior Notes and Senior Discount
Notes.

Other-than-temporary-declines in fair value of investments

We recognized other-than-temporary |declines in fair values of investments of $3,403,000 and $18,542,000
during 2005 and 2004, respectively. The 2005 amount represents the excess of the carrying cost over the fair
value of ABC Family preferred stoé‘k held by us at December 31, 2005. The 2004 amount includes
$12,429,000 representing the excess of ithe carrying cost over the fair value of the Telewest shares held by us at
December 31, 2004. ’ '

Gains (losses) on extinguishment of debt

We recognized a gain (loss) on extméuxshment of debt of ($33,700,000) and $27,977,000 during 2005 and

2004, respectively. The 2005 loss 1nclu‘des (1) a $21,066,000 write-off of unamortized deferred financing costs
in connection with the December 2005 refinancing of the J:COM Credit Facility, and (ii) a $11,980,000
write-off of deferred financing costs “ﬁ connection with the March 2005 refinancing of the UPC Broadband
Holding Bank Facility. The 2004 gain includes a $31,916,000 gain recognized in connection with the first

quarter 2004 consummation of the plarfrl of reorganization of UPC Polska, Inc. , an indirect subsidiary of UGC.

Gains on disposition of non-operaz11ng assets, net

We recognized gains on disposition of Illon -operating assets, net, of $115,169,000 and $43,714,000 during 2005
and 2004, respectively. The 2005 amount includes (i) a $89,069,000 gain in connection with the November
2005 disposition of our 19% ownershlp interest in SBS, (ii) a $62,678,000 loss resulting primarily from the
realization of cumulative foreign currency losses in connection with the April 2005 disposition of our
investment in TyC, (iii) a $40,527, 000 gain recognized in connection with the February 2005 sale of our
Subscription Right to purchase newl)%-lssued Cablevision shares in connection with its debt restructuring,
(iv) a $28,186,000 gain on the J anuary 2005 sale of UGC’s investment in EWT, and (v) a $17,261,000 gain
on the June 2005 sale of our 1nvestment in The Wireless Group plc. The 2004 amount includes (i) a
$37,174,000 gain on the sale of News Corp Class A common stock, (ii) a $25,256,000 gain in connection with
our April 2004 contribution of certa1£1 equity interests to Jupiter TV, (iii) a $16,407,000 net loss on the
disposition of 18,417,883 Telewest shal"‘es (iv) a $10,000,000 loss on the sale of Sky Multi-Country, and (v) a

$6,878,000 gain associated with the redemption of our investment in certain bonds.

I

Income tax benefit (expense) ‘

|

We recognized income tax benefit (expense) of ($29,849,000) and $13,800,000 during 2005 and 2004,
respectively. The tax expense for 2005 differs from the expected tax expense of $17,778,000 (based on the
U.S. federal 35% income tax rate) due‘ primarily to (i) the impact of certain permanent differences between
the financial and tax accounting treatment of interest and other items associated with intercompany loans,
investments in subsidiaries, and other items that resulted in nondeductible expenses or tax-exempt income in
the tax jurisdiction, (ii) the reduction| of deferred tax assets in The Netherlands due to an enacted tax law
change, (iii) an increase due to the |impact of differences in the statutory and local tax rate in certain
jurisdictions in which we operate, and (‘IV) the tax effect of state and foreign taxes for our operations, including
a net increase in deferred tax expense qecorded for the increase in the estimated blended state tax rate used to
compute our net U.S. deferred tax liabilities due to inclusion of UGC in the U.S. consolidated tax return. The
items mentioned above are offset by (1‘) the realization of taxable foreign currency gains and losses in certain

jurisdictions not recognized for financial reporting purposes, (i) losses recognized on dispositions of

I1-29




consolidated investments for which no deferred taxes were historically provided, and (iii) a net decrease in our
valuation allowance established against deferred tax assets, including a tax benefit of ¥7,539 million
(868,655,000 at the average rate for the period) recognized in 2005 associated with the release of valuation
allowances by J:COM, that is largely offset by the establishment of valuation allowances in other jurisdictions
against currently arising deferred tax assets. The tax expense for 2004 differs from the expected tax benefit of
$66,932,000 (based on the U.S. federal 35% income tax rate) primarily due to the reduction of UGC’s
deferred tax assets as a result of tax rate reductions in The Netherlands, France, the Czech Republic, and
Austria. For additional information, see note 12 to our consolidated financial statements.

Years ended December 31, 2004 and 2003

As noted above, the comparability of our 2004 and 2003 operating results were significantly affected by the
January 1, 2004 consolidation of UGC. For more detailed explanations of the changes in our revenue,
operating expenses and SG&A expenses, see the Discussion and Analysis of Reportable Segments that appears
above. Unless otherwise indicated below, the significant increases in our revenue and expenses during 2004, as
compared to 2003, are attributable to the consolidation of UGC.

Stock-based compensation charges

We incurred stock-based compensation expense of $142,676,000 and $4,088,000 during 2004 and 2003,
respectively. The 2004 amount, which includes $116,661,000 of compensation expense related to stock
incentive awards issued by UGC, was primarily a function of higher UGC and LMI stock prices, changes
from fixed-plan to variable-plan accounting and additional vesting of stock incentive awards. As a result of
adjustments to certain terms of the former UGC and LMI stock incentive awards that were outstanding at the
time of their respective rights offerings in February 2004 and July 2004, most of the UGC and LMI stock
incentive awards outstanding at December 31, 2004 were accounted for as variable-plan awards. A
$50,409,000 first quarter 2004 charge was recorded by UGC to reflect a change from fixed-plan accounting to
variable-plan accounting in connection with UGC’s February 2004 rights offering.

Interest and dividend income

Interest and dividend income increased $40,620,000 during 2004, as compared to 2003, The increase includes
$23,823,000 that is attributable to the January 1, 2004 consolidation of UGC. The remaining increase is
primarily attributable to dividend income on the ABC Family preferred stock, a 99.9% interest in which was
contributed by Liberty Media to our company in connection with the spin off.

Share of earnings of affiliates, net

Our share of earnings of affiliates increased $24,971,000 during 2004, as compared to 2003. Such increase
primarily is attributable to increases in our share of the net earnings of J:COM and, to a lesser extent, Jupiter
TV. Such increases were partially offset by write-downs of our investments in Torneos y Competencias S.A.
and another entity that distributes programming in Latin America to reflect other-than-temporary declines in
the fair values of these investments. The increase in J:COM’s net earnings is primarily attributable to revenue
growth due to increases in the subscribers to J:COM’s telephony, Internet and video services. For additional
discussion of J:COM’s operating results, see Discussion and Analysis of Reportable Segments above. During
2003, we did not recognize our share of UGC’s losses as our investment in UGC previously had been reduced
to zero and we had no commitment to make additional investments in UGC. For additional information, see
note 6 to our consolidated financial statements.
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$(35,775) $ 12,762

y our derivative instruments, see note 8 to our consolidated financial

losses), net

insaction gains (losses) are as follows:

Year Ended December 31,
2004 2003
amounts in thousands

$ 56,061 $
(51,903)

' in a currency other than the entities’
46,206

35,684

26,192
7,408

(2,134)

$117,514

}GI subsidiary

5,412
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this rate upon our becoming a separate tax paying entity in connection with the spin off, and (iii) the reversal
of a deferred tax liability originally recorded for a gain on extinguishment of debt in a 2002 merger transaction
as a result of the emergence of Old UGC from bankruptcy in November 2004. The difference between the
actual tax expense and the expected tax expense of $17,111,000 (based on the U.S. Federal 35% income tax
rate) during 2003 is primarily attributable to foreign, state and local taxes. For additional details, see note 12
to our consolidated financial statements.

Liquidity and Capital Resources
Sources and Uses of Cash

Although our consolidated operating subsidiaries have generated cash from operating activities and have
borrowed funds under their respective bank facilities, we generally do not expect to access the resources of our
operating subsidiaries or business affiliates. Moreover, the terms of the instruments governing the indebtedness
of certain of our subsidiaries, including UPC Broadband Holding and Cablecom Luxembourg, restrict our
ability to access the assets of these subsidiaries. In light of these factors, we and each of our operating
subsidiaries perform separate assessments of our respective liquidity needs. Accordingly, we discuss separately
below our corporate level and our subsidiary level current and future liquidity.

Corporate Liquidity

The details of the U.S. dollar equivalent balances of our consolidated cash and cash equivalents at
December 31, 2005 are set forth in the following table (amounts in thousands):

Cash and cash equivalents held by:

LGI and its non-operating subsidiaries ............ ... ... ... i $ 660,763
Europe Broadband: ‘ '
UPC Holding . .. oot e e e e e 14,556
UPC Broadband Holding and its unrestricted subsidiaries ................... 48,154
Cablecom Luxembourg and its unrestricted subsidiaries..................... 85,479
JeCOM 299,140
VTR 41,263
Other operating SubSIAIaArIES . . . ... .\ttt e ittt 52,845
Total cash and cash equivalents.......... ... ... ... ... ... ... i, $1,202,200

The cash and cash equivalent balances of $660,763,000 held by LGI and its non-operating subsidiaries
represented available liquidity at the corporate level at December 31, 2005. Our remaining unrestricted cash
and cash equivalents of $541,437,000 at December 31, 2005 were held by our operating subsidiaries as set
forth in the table above. As noted above, we generally do not anticipate that any of the cash held by our
operating subsidiaries will be made available to us to satisfy our corporate liquidity requirements. As described
in greater detail below, our current sources of corporate liquidity include (i) our cash and cash equivalents,
(ii) our ability to monetize certain investments, and (iii) interest and dividend income received on our cash
and cash equivalents and investments. From time to time, we may also receive distributions or loan
repayments from our subsidiaries or affiliates and proceeds upon the disposition of investments and other
assets or upon the exercise of stock options.

The primary uses of cash held by LGI and its non-operating subsidiaries have historically been investments in
affiliates and acquisitions of consolidated businesses. We intend to continue expanding our ‘portfolio of
international broadband and programming assets. Accordingly, our future cash needs are expected to include
funding for acquisitions of consolidated business, additional investments in and loans to existing affiliates,
funding new investment opportunities, and funding our corporate general and administrative expenses and
interest payments on the UGC Convertible Notes.
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UGC has issued €500.0 million (§

Convertible Notes due April 15, 2024/

year. For additional information, see r

On June 20, 2005, we announced the|

591.6 million) principal amount of 1%% euro-denominated" uGcC
Interest is payable semi-annually on April 15 and October 15 of each
ote 10 to our consolidated financial statements.

authorization of a stock repurchase program. Under the program, we

may acquire from time to time up to $200 million in LGT Series A common stock and LGI Series C common

I

stock. Through December 31, 2005, we have repurchased 2,048,231 and 1,455,859 shares of LGI Series A

common stock and LGI Series C
$78,893,000. Subsequent to December
LGI Series A common stock and Ser
$89,357,000. In addition, on March 8,

under which we may acquire an addit

common stock. These stock repurchas
privately negotiated transactions, whic]

shares pursuant to the program will
programs may be suspended or discon
that we have entered into in connectio
Disclosures about Market Risk below,

In connection with the closing of the L
common stock and LGI Series C com
to subsidiaries of UGC) and paid cas

common stock, respectively, for aggregate cash consideration of
31, 2005, we repurchased 2,698,558 and 1,504,311 additional shares of
les C common stock, respectively, for aggregate cash consideration of
2006 our Board of Dlrcctors approved a new stock repurchase program
jonal $250 million in LGI Semes A common stock and LGI Series C
e programs may be effected vthrough open market transactions and/or
h may include derivative transactions. The timing of the repurchase of
depend on a variety of factors, including market conditions. These
inued at any time. For information concerning certain call agreements
n with .our stock repurchase activities, see Quantitative and Qualitative

'G1 Combination, we issued 65,694, 765 shares of each of LGI Series A
mon stock (including 2,067,786 of each series of stock that were 1ssued
h consideration.of $703 535,000 (including direct acquisition costs of

$9,018,000) to acquire the shares oﬁ UGC common. stock that we did not already own. For additional

information concerning the LGI Com

In August 2005, we entered into a pre
Corp. Class A common stock. In
approxxmatcly $75 million. For additi

We believe that our current sources o
through 2006. However, in the event
expect that we would be required to s

As noted above, we began consolidatin

Super Media/J:COM did not have a m

and J:COM have continued to separ
discussion of the liquidity and capital

Subsidiary Liquidity

Europe Broadband (UPC Holding and

Switzerland and their consolidated sub
2005. In addition to its cash and cash
availability under its existing credit fa

At December 31, 2005, Europe Broad

\
l
:
\

‘bmatlon see note 5 to our consolidated financial statements.
paid forward sale transaction with respect to 5,500,000 shares of News

consideration for entering into the forward contract, we received
nal information, see note 10 to our consolidated financial statements.

[ liquidity are sufficient to meet our known liquidity and capital needs
that a major investment or acquisition opportunity were to arise, we
1;ek additional capital in order to consummate any such transaction.
hg Super Media/J:COM effective January 1, 2005. The consolidation of
aterial impact on our liquidity or capital resources as both our company
ately assess .and finance our respective liquidity heeds. See separatc

resources of J:COM below.-

LG Switzerland). As detailed in the table above, UPC Holding, LG
sidiaries held aggregate.cash balances of $148,189,000 at December 31,
quivalents, Europe Broadband’s sources of liquidity include borrowing
zilities and its operating cash flow.

hand’s debt included debt of UPC Broadband Holding, UPC Holding,

LG Switzerland and Cablecom Luxernbourg The debt of UPC Broadband Holding includes outstanding euro
denominated borrowings' under four Facﬂmes of the UPC Broadband Holding Bank Facility aggregating
$2,277,837,000 in equivalent U.S. dollars and U.S. dollar denominated borrowings under two Facilities

aggregatirig $1,775,000,000. Two addit

UPC Broadband Holding Bank Facﬂ'

general corporate purposes, subject ¢

1ona1 euro denominated Facilities (Facility A and Facility I) under the
ty can be used to finance additional permitted acquisitions and for
covenant compliance. Based on the December 31, 2005 covenant

compliance calculations, the aggregate amount that was available for borrowing under these Facilities was

approximately €229 million ($271 milli

reporting requirements. On January 2

ion), subject to the completion of UPC Holding’s fourth quarter-bank
4, 2006, a portion of the proceeds from the sale of UPC Norway of
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approximately €175 million ($214 million at the transaction date) were applied toward the prepayment of
Facility I. The amount repaid may be reborrowed subject to covenant compliance.

On July 29, 2005, UPC Holding issued €500 million ($607 million at the borrowing date) principal amount of
7.75% Senior Notes.

On October 24, 2005, LG Switzerland completed the purchase of all of the issued share capital of Cablecom,
the parent company of a Swiss cable operator, for a cash purchase price before direct acquisition costs of
CHF?2.826 billion ($2.212 billion at the transaction date). The Cablecom Acquisition was funded through a
combination of (i) a €550 million ($667 million at the borrowing date), 9.5 year split-coupon floating rate
PIK Loan entered into by LG Switzerland, (ii) a new offering of €300 million ($363 million at the borrowing
date) principal amount of 8.625% Senior Notes due 2014 by UPC Holding, a sister corporation of LG
Switzerland and (iii) available cash on hand. At the acquisition date, Cablecom reported outstanding debt of
CHF1.7 billion ($1.4 billion at the transaction date), including CHF1.278 billion ($998 million at the
transaction date) principal amount of the Cablecom Luxembourg Senior Notes.

On December 5, 2005, Cablecom Luxembourg and Cablecom GmbH entered into the Cablecom Luxem-
bourg Bank Facility with certain banks and financial institution lenders. The Cablecom Luxembourg Bank
Facility provides the terms and conditions upon which (i) the lenders have made available to Cablecom
Luxembourg two term loans (Facility A and Facility B) in an aggregate principle amount not to exceed
CHF1.330 billion ($1.011 billion) and (ii) the revolving lenders under Cablecom GmbH’s Existing Revolving
Credit Facility have agreed to make available to Cablecom GmbH and certain of its subsidiaries a revolving
credit facility in an aggregate principal amount not to exceed CHF150 million ($114 million) in replacement
of the Existing Revolving Facility. Borrowing availability under the revolving credit facility is subject to
covenant compliance. As discussed below, Facility A was partly drawn in December 2005 and both Facility A
and Facility B were fully drawn subsequent to December 31, 2005.

In connection with the Cablecom Acquisition, under  the terms of the Indentures for the Cablecom
Luxembourg Senior Notes, Cablecom Luxembourg was required to effect the Change of Control Offer for the
Cablecom Luxembourg Senior Notes at 101% of their respective principal amounts. Pursuant to the Change
of Control Offer, Cablecom Luxembourg on December 8, 2005 used CHF268,711,000 of proceeds from the
Facility A term loan under the Cablecom Luxembourg Bank Facility to (i) purchase CHF132,983,000
($101,719,000 at the transaction date) of the Cablecom Luxembourg Series A CHF Notes, (ii) purchase
€42,817,000 ($50,456,000 at the transaction date) of the Cablecom Luxembourg Series A Euro Notes,
(iii) purchase €39,984,000 ($47,118,000 at the transaction date) of the Cablecom Luxembourg Series B Euro
Notes, and (iv) fund the costs and expenses of the Change of Control Offer. All of the purchase amounts set
forth above include principal, call premium and accrued interest. :

On January 20, 2006, Cablecom Luxembourg used the remaining availability under the Facility A and Facility
B term loans to fund the Redemption of all the Cablecom Luxembourg Floating Rate Notes that were not
tendered in the Change of Control Offer.

For additional information concerning the debt of Europe Broadband, see note 10 to our consolidated financial
statements.

On October 14, 2005, we completed the acquisition of Astral, a broadband telecommunications operator in
Romania for a cash purchase price of $407,074,000, before direct acquisition costs.

On May 9, 2005, we announced that our indirect subsidiary UPC Ireland had signed a sale and purchase
agreement to acquire MS Irish Cable subject to regulatory approval. MS Irish Cable acquired NTL Ireland
from the NTL Group on May 9, 2005 with funds provided by a loan from UPC Ireland. As we were
responsible for all losses to be incurred by MSDW. Equity in connection with its acquisition, ownership and
ultimate disposition of MS Irish Cable, we were required to consolidate MS Irish Cable and its subsidiaries,
including NTL Ireland, upon the closing of MS Irish Cable’s acquisition of NTL Ireland. On December 12,
2005, following the receipt of regulatory approval, UPC Ireland completed its acquisition of MS Irish Cable.
The total purchase consideration for this acquisition was €349,437,000 ($448,796,000 at May 9, 2003),
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including direct acquisition costs of

€16, 025 000 ($20,582,000 at the transactlon date). For additional
information, see note 5 to our consoh‘

dated financial statements.

‘ - | ' .
In April 2005, a subsidiary of UPC E‘roadband Holding exercised the call right acquired in connection with
the July 2004 Noos acquisition and purchased the remaining 19.9% minority interest in UPC Broadband

France that it did not already own for €90,105,000 ($1 15,950,000 at the transaction date) in cash.

On February 10, 2005, we acquired 10
Slovenia, for €70,985,000 ($91,370,0(

|
On January 19, 2006, we completed the sale of 100% of UPC Norway, to an unrelated third party for cash

proceeds of approximately €448 million ($542 million on January 19, 2006). For additional information, see
note 5 to our consolidated financial s‘atemcnts

0% of the shares in Telemach, a broadband communications provider in
0 at the transaction date) in cash.

For information concerning Europe B
Consolidated Cash Flow Statements |

roadband’s cap1ta1 expendlture requlrements see the discussion under
relow.

We believe that Europe Broadband’s current sources of liquidity are sufficient to meet its known liquidity and
capital needs through 2006. However |

S the extent that we plan to grow Europe Broadband’s business through
acquisitions, we expect that Europe Broadband will need additional sources of financing, most likely to come
in the form of debt financing and/or corporate cash.

J.COM. "At December 31, 2005, J COM held cash and cash equivalents of $299,140,000 that were
denominated in Japanese yen. In add1t1on to its cash and cash equivalents, J:COM’s sources of liquidity
1nc1ude borrowing availability under 1ts existing credit facilities and its operatmg cash flow.

On December 15, 2005, J:COM exécuted a ¥155 billion ($1.314 billion) credit facility agreement with a
syndicate of banks led by The Bank of Tokyo-Mitsubishi, Ltd., Mizuho Corporate Bank, Ltd. and Sumitomo
Mitsui Bankmg Corporation (the J: COM Credit Facility). Borrowmgs may be made under the J:COM Credrt
Facility on a senior, unsecured basrs pursuant to three facilities: a ¥30 billion ($254 million) five- -year
revolving credit loan (the Revolving’ Loan) a ¥85 billion ($721 million) five-year amortizing term loan (the
Tranche A Term Loan); and a ¥40 billion {8339 million) seven-year amortizing term loan (the Tranche B
Term Loan). On December 21, 2005, the proceeds of the term loans were used, together with available cash,
to repay in full outstanding loans totﬁtling ¥128 billion ($1.1 billion at the transaction date) under J:COM’s
then existing credlt facilities. Borrowings under the revolvmg loan may be used by J:COM for general
corporate purposes.

At December 31, 2005, J:COM’s deb

includes Japanese yen denominated borrowings pursuant to the :COM

Credit Facility aggregating approxrrnétely ¥125 billion-($1,059,771,000), capital lease obligations aggregating

¥38.5 billion ($326,603,000), and othe

At December 31, 2005, J:COM hac

er borrowings aggregating approximately ¥21.603 billion ($183,158,000).
¥30 billion ($254,345,000) of borrowing availability pursuant to the

J:COM Credit Facility. For additiona

‘1 information concerning J:COM’s debt, see note 10 to our consolidated
financial statements. ’

On September 30, 2005, J:COM ptwlid cash of ¥9,200 million ($81,022,000 at the transaction date) and
assumed debt and capital lease ob}igations of ¥5,480 million ($48,261,000 at the transaction date) to
purchase 100% of the outstanding slt:ares of J:COM Setamachi. J:COM immediately repaid ¥3,490 million
($30,735,000 at the transaction date) of the assumed debt. J:COM Setamachi is a broadband communica-
tions provider in Japan. l‘

On Match 23, 20035, J:COM recelved net proceeds of ¥82,043 million ($774,283,000 at March 23 2005) in
connection with an IPO of its commo“n shares, and on April 20, 2005, J:COM received additional net proceeds
of ¥8,445 million ($79,117,000 at Apnl 20, 2005) in connection with the sale of additional common shares
upon the April 15, 2005 exercise of the underwriters’ over-allotment option. J:COM used a portion of the net
proceeds received in March 2005 to rcpay ¥50 billion ($472 million at March 23, 2005) of certain outstanding

bank borrowings.
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On February 25, 2005, J:COM completed a transaction with Sumitomo, Microsoft and our company whereby
J:COM paid aggregate cash consideration of ¥4,420 miilion ($41,932,000 at the transaction date) to acquire
each entities’ respective interests in Chofu Cable, a Japanese broadband communications provider, and to
acquire from Microsoft equity interests in certain telecommunications companies. Our sharé of the considera-
tion was ¥972 million ($9,221,000 at the transaction date). As a result of this transaction, J:COM acquired an
approximate 92% equity interest in Chofu Cable.

For information concerning J:COM’s capital expenditure requirements, see the discussion under Consolidated
Cash Flow Statements below. '

Management of J:COM believes that J:COM’s current sources of liquidity are sufficient to meet its known
liquidity and capital needs through 2006. However, to the extent that J:COM management plans to grow
J:COM’s business through acquisitions, J:COM management believes that J:COM may need additional
sources of financing, most likely to come in the form of debt or equity financing or a combination of both.

VTR. At December 31, 2005, VTR held cash and cash equivalents of $41,263,000 in equivalent U.S. dollars.
In addition to its cash and cash equivalents, VIR’s primary source of liquidity is its operating cash flow.

VTR has a Chilean peso-denominated seven-year amortizing term senior secured credit facility (as amended)
totaling CLP175.502 billion ($341,437,000). In July 2005, VIR borrowed CLP14.724 billion ($25,456,000 as
of the transaction date) under the VTR Bank Facility to fund the repayment of an existing obligation to CTC.
On September 9, 2005, the VIR Bank Facility was amended to improve the maturity and other terms of the
existing facility. On September 20, 2005, VTR completed the syndication of the amended VTR Bank Facility,
raising proceeds of CLP70.674 billion ($132,262,000 as of September 20, 2005). These proceeds were used to
repay a total of $119,578,000 in shareholder loans and accrued interest owed to our subsidiaries and
$10,415,000 to repay a loan and accrued interest owed to CCI. For addmonal information, see note 10 to our
consolidated financial statements.

On April 13,‘ 2005, VTR completed its previously announced combination with Metrdpolis, a Chilean
broadband communications company. Prior to the combination, LMI owned a 50% interest in Metrdpolis,
with the remaining 50% interest owned by CCC. As consideration for CCC’s interest in Metrépolis, (i) VIR
issued 11,438,360 shares of its common stock to CCC, representing 20% of the outstanding economic and
voting shares of VTR subsequent to the transaction, (ii) VTR assumed certain indebtedness owed by
Metrépolis to CCI in the amount of CLP6.067 billion ($10,533,000), and (iii) UGC granted CCC the right
to put its 20% interest in VIR to UGC at fair value, subject to a minimum purchase price of $140 million,
which put is exercisable beginning on April 13, 2006 and expires on April 13, 2015. The acquisition of CCC’s
interest in Metrépolis included the assumption of $25,773,000 in debt payable to CTC and CLP30.335 billion
($51,773,000 at April 13, 2005) of bank debt. The bank debt was repaid in April 2005 and the debt to CTC
was repaid in July 2005 using proceeds from the VIR Bank Facility. The final regulatory approval for the
combination, which was obtained in March 2005, imposed certain conditions on the combined entity. The
most significant of these conditions require that the combined entity (i) re-sell broadband capacity to third
party Internet service providers on a wholesale basis; (ii) activate two-way capacity on 2.0 million homes
passed within five years from the consummation date of the combination; and (iii) for three years after the
consummation date of the combination, limit basic tier price increases to the rate of inflation plus a
programming cost escalator. '

For information concerning VIR’s capital expenditure reqmrements see the discussion under Consolidated
Cash Flow Statements below.

We believe that VTR’s existing sources of liquidity are sufficient to meet its known liquidity and capital needs
through 2006. However, if VIR were to make a significant acquisition, we believe that VTR may need
additional sources of financing, most likely in the form of debt or equity financing or a combination of both.
. Other Subsidiaries.

Certain of our consolidated businesses other than Europe Broadband, J:COM and VTR completed transac-
tions that affected our liquidity during 2005. .
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On December 14, 2005 we paid net ‘Mcash consideration of A$204,909,000 ($154,952,000 at the transaction
date) to increase our indirect ownership of Austar from a 36.7% non-controlling ownership interest to a 55.2%
controlling interest. As a result of this transaction, we began consolidating Austar. Prior to obtaining a
controlling interest in Austar, UGC dged the equity method to account for its indirect investment in Austar.
For additional information, see note 5‘ to our; consolidated financial statements.

On November 23, 2005, Plator Hold'ngs an indirect subsidiary of chellomedia, pald cash con51derat10n of
$62,812,000 to acquire the 50% interest that it did not already own in certain businesses that provide thematic
television channels in Spain and Portugal, which we refer to as IPS. Plator Holdings financed the purchase
price with new bank borrowings. Following the transaction, Plator Holdmgs indirectly holds its interests in IPS
through its'100% ownership interests in Nidlo B.V., Iberian Programming Services C.V. and Multicanal Iberia

]

SL. Prior to this transaction, we used

On November 8, 2003, we received ca
in connection with the disposition of o
of less significant dispositions during 2
statements. '

In connection with the October 14, ‘
Investments, purchased 7,722,918 of
purchase price of €160,221,000 ($§193
the transaction date) of the mandato
parties were redeemed. For additional

the equity methdd to account for our investment in IPS.

h consideration of €276,432,000 ($325,554,000 at the transaction date)

ur 19% ownership interest in SBS. In addition, we completed a number

005. For additional information, see note 5 to ur consolidated financial

2005 Telenet IPO, (i) one of our indirect subsidiaries, chellomedia
Telenet’s ordinary shares on October 14, 2005 for an aggregate cash
667,000 at the transaction date) and (ii) €72,962,000 ($88,181,000 at
rily redeemable securities previously issued by the Investcos to third

\ .

information, see note 6 to our consolidated ﬁnancial statements.

In January 2005, chellomedia vau111"€d the Class A shares of Zone Vision. The consideration for the
transaction consisted of (i) $50,000,000 in cash, before considering direct acquisition costs of $2,154,000, and
(ii) 351,110 shares of LGI Series A common stock and 351,110 shares of LGI Series C common stock valued
at $14,973,000. As part of the transaction, chellomedia contributed to Zone Vision its 49% interest in Reality
TV Ltd. and chellomedia’s Club channel business. Zone Vision is a programming company focused on the
ownership, management and distribution of pay television channels. The Zone Vision shares purchased by
chellomedia represent an 87.5% interest in Zone Vision on a fully diluted basis.

: C |
Consolidated Cash Flow’Stutementh

Qur cash flows are subject to s1gn1ﬁc“ant variations based on foreign currency exchange rates. See related
discussion under Quantitative and Qualitative Disclosures about Market Risk below. See also our Discussion

and Analysis. of Reportable Segments wabove

Due to the fact that we began consolidz’lting Super Media/J:COM on J anuary 1, 2005 and UGC on January 1,
2004, our. cash flows for 2005 and \2004 are not comparable to the respective prior year cash flows.
Accordingly, the following discussion focuses separately on our cash flows for 2005 and 2004.

2005 Consolidated Cash Flow Statement During 2005, we used net cash provided by our operating activities
of $1,576,102,000 net cash provided yby financing activities of $2,191,842,000 and $1,326,915,000 of our
existing cash and cash equivalent balﬁmces (excluding a $160,152,000 decrease due to changes in foreign
exchange rates) to fund net cash used in our investing activities of $4,934,707,000.

The net cash used by our investing Jctivities during 2005 includes cash paid in connection with the LGI
Combination of $703,535,000, cash| paid for acquisitions of $3,584,442,000, capital expenditures of
$1,194,993,000, net proceeds received upon dispositions: of $464,501,000, and the net effect of other less
significant sources and uses of cash. For additional information concerning our 2005 acquisitions, see note 5 to

our consolidated ﬁnanc1al statements ”

l

Europe Broadband and VTR accounted for $585,514,000 and $98, 576 000, respectlvely of éur consolidated
capital expenditures during 2005, and $‘330 028,000 and $41,685,000, respectively, during 2004. Excluding FX,
we expect the 2006 capital expenditures of Europe Broadband and VTR .to significantly exceed the
comparable 2005 amounts due primarily to: (i) the effects of acquisitions, (ii) initiatives such as our plan to
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invest more aggressively in digital television in The Netherlands and our efforts to continue the growth of our
VoIP telephony services in Europe and Chile; (iii) increased costs for customer premise. equipment as we
expect our operating segments in Europe and Chile to add more customers in 2006 than in 2005;
(iv) increased expenditures for new build and upgrade projects to expand services and improve our
competitive position, and to meet increased traffic and certain franchise commitments; and (iv) other factors
such as information technology upgrades and expenditures for general support systems. The expected increase
in capital expenditures from 2003 to 2006 is largely in line with the expected increase in revenue as a result of
acquisitions and RGU growth. In this regard, we expect that the 2006 capital expenditures of Europe
Broadband and VTR, as a percentage of local currency revenue, will fall within a range of 25% to 27% and
28% to 30%, respectively. In future periods, we expect Europe Broadband and VTR to continue to focus on
increasing the penetration of services in their existing upgraded footprint and cfﬁc1ently deploying capital
aimed at services that result in positive net cash flows.

J:COM accounted for $354,705,000 of our consolidated capital expenditures during 2003. J:COM uses capital
lease arrangements to finance a significant portion of its capital expenditures. From a financial reporting
perspective, capital expenditures that are financed by capital lease arrangements are treated as non-cash
activities and accordingly are not included in the capital expenditure amounts presented in our consolidated
statements of cash . flows. Including $145,115,000 of expenditures that were financed under capital lease
arrangements, J:COM’s capital expenditures aggregated $499,820,000 during 2005. The majority of J:COM’s
capital expenditures during 2005 was associated with RGU growth and the related purchase and installation of
customer premise equipment. J:COM management expects this trend to continue in 2006 as RGU growth is
again expected to account for the majority of J:COM’s capital expenditure requirements in 2006. The impact
of recent acquisitions is also expected to result in higher capital expenditures for J:COM in 2006, as compared
to 2005. Due to these factors, J;COM management currently expects that, excluding FX, J:COM’s aggregate
2006 capital expenditures (whether financed with cash or capital lease arrangements) will exceed the 2005
amount ‘and fall within a range of 30% to 32% of J:COM’s 2006 revenue.

The actual amount of the 2006 capital expenditures of Europe Broadband, VTR and J:COM may vary from
the expected amounts disclosed above for a variety of reasons, including changes in (i) the competitive or
regulatory environment, (i) business plans, (iii) current or expected future operating results and (iv) the
availability of capital. Accordingly, no assurance can be given that actual capital expenditures will not vary
from the expected amounts disclosed above. ~

During 2005, the cash provided by our financing activities was $2,191,842,000. Such amount includes net
proceeds received on a consolidated basis from the issuance of stock by subsidiaries of $873,554,000
(including $853,400,000 of proceeds received by J:COM in connection with its IPO) and net borrowings of
debt and capital lease obligations of §1,555,251,000.

2004 Consolidated Cash Flow Statement. During 2004, we used niet cash prov1ded by our financing activities
of $2,232,578,000 and net cash provided by operating activities of $743,308,000 to fund an increase in our cash
and cash equivalent balances of $2,516,362,000 (excluding a $66,756,000 increase due to changes in foreign
exchange rates) and net cash used in our investing activities of $526,280,000.

During 2004, the net cash used by our investing activities was $526,280,000. Such amount includes net cash
paid for acquisitions of $509,696,000, capital expenditures of $487,617,000, investments in and loans to
affiliates and others of $256,959,000 and other less significant uses. of cash. For additional information
concerning our acquisitions during 2004, see note 5 to-our consolidated financial statements. UGC accounted
for $480,133,000 of our consolidated. capital expenditures during 2004.

The above-described uses of our cash for investing activities were partially offset by proceeds received upon
repayment of principal amounts loaned to affiliates of $535,074,000 and proceeds received upon dispositions of
investments of $315,792,000 and other less significant sources of cash. The proceeds received upon repayment
of affiliate loans primarily represent the third and fourth quarter repayment of yen-denominated loans to
J:COM and another affiliate. The proceeds received upon dispositions of investments relate primarily to the
sale of our Telewest and News Corp. 'securities.
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During 2004, the cash provided by our financing activities was $2,232,578,000. Such amount includes net
proceeds of $735,661,000 from the LMI Rights Offering, contributions from Liberty Media of $704,250,000,
net proceeds received on a consohdate‘d bas1s from the issuance of stock by subsidiaries of $488,437,000, and
net borrowings of debt of $444,027, 000. :

Off Balance ‘Sheet Arrangements and Aggregate Contractual Obligations
Off Balance Sheet Arrangements '

At December 31, 2005, J:COM guarahteed ¥11,074 million ($93,887,000) of the debt of certain of its
affiliates. The debt maturities range from 2007 to 2017.

1n the ordinary course of business, we have provided indemnifications to (i) purchasers of certain of our assets,
(ii) our lenders, (iii) our vendors, and (iv) other parties. In addition, we have provided performance and/or
financial guarantees to local municipalities, our customers and vendors. Historically, these arrangements have
not resulted in our company making ény material payments and we do not believe that they will result in

material payments in the future. u

Our equity method investment in Med1att1 is owned by our consolidated subsidiary, Liberty Japan MC.
Olympus, another sharcholder of Mcdlattx has a put right that is first exercisable during July 2008 to require
Liberty Japan MC to purchase all of its|]

the two minority shareholders who are”

MC to purchase their- Mediatti shares 2
Japan MC has a call right that is ﬁrs‘
shareholders to sell their Mediatti share

Mediatti shares at the then fair value. If Olympus exercises such right,
party to the shareholders agreement may also require Liberty Japan
t the then fair value. If Olympus does not exercise such right, Liberty

exercisable-during July 2009 to require Olympus and the minority
s to Liberty Japan MC at the then fair value. If both the Olympus put

right and the Liberty Japan MC call nght expire without being exercised during the first exercise period, either
may thereafter exercise its put or call right, as applicable, until October 2010.

\
Pursuant to the agreement with CPE gc‘verning Belgian Cable Investors, CPE has the right to require BCH to

purchase all of CPE’s interest in Belgilan Cable Investors for the then appraised fair value of such interest
during the first 30 days of every six- manth penod beginning in December 2007. BCH has the corresponding
right to require CPE to sell all of its interest in Belgian Cable Investors to BCH for appraised fair value during

the first 30 days of every six-month perlgd following December 2009. For additional information, see note 6 to
our consolidated financial statements 5

As further described in note 5 to our co‘nsohdated financial statements, Zone Vision’s Class B1 shareholders
have the right, subject to vesting, to put 60% and 100% of their Class B1 shares to chellomedia on January 7,
2008 and January 7, 2010, respectlvcly‘ chellomedia has a corresponding call right.

In connection with the April 13, 2005| combination of VIR and Metrdpolis, CCC acquired an option to
require UGC to purchase CCC’s equit _/ interest in VTR at fair value, subject to a $140 million floor price.
This option is exercisable by CCC beginning on April 13, 2006 and expires on April 13, 2015. We have
reflected the $7,997,000 fair value of this put obligation at December 31, 2005 in other current liabilities in.our
consolidated balance sheet. For additional information, see note 6 to our consolidated financial statements.

Commitments and Contingencies

For a description of our contingent li
consolidated financial statements.

abilities related to certain legal proceedings, see note 20 to our

We operate in numerous countries around the world and accordingly we are subject to, and pay annual income
taxes under, the various income tax quimes in the countries in which we operate. The tax rules and
regulations in many countries are highly complex and subject to interpretation. In the normal course of
business, we may be subject to a review 'of our income tax filings by various taxing authorities. In connection
with such reviews, disputes could arise with the taxing authorities over the interpretation or application of
certain income tax rules related to our bL”lSinCSS in that tax jurisdiction. Such disputes may result in future tax
and interest assessments by these taxg'ng authorities. We have recorded an estimated liability iin our

|
1
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consolidated tax provision for any such amount that we do not have a probable position of sustaining upon
review of the taxing authorities. We adjust our estimates periodically because of ongoing examinations by and
settlements with the various taxing authorities, as well as changes in tax laws, regulations, interpretations, and
precedent. We believe that adequate accruals have been made for contingencies related to income taxes, and
have classified these in long-term liabilities based upon our estimate of when the ultimate resolution of the
contingent liability will occur. The ultimate resolution of the contingent liability will take place upon the
carlier of (i) the settlement date with the applicable taxing authorities or (ii) the date when the tax authorities
are statutorily prohibited from adjusting the company’s tax computations. Any difference between the amount
accrued and the ultimate settlement amount, if any, will be released to income or recorded as a reduction of
goodwill dependmg upon whether the liability was initially recorded in purchase accounting.

Video distribution, Internet, telephony and content businesses are regulated in each of the countries in which
we operate. The scope of regulation varies from country to country, although in some significant respects
regulation in European markets is harmonized under the regulatory structure of the European Union. Adverse
regulatory .developments could subject our businesses to a number of risks. Regulation could limit growth,
revenue and the number and types of services offered. In addition, regulation may restrict our operations and
subject them to further competitive pressure, including pricing restrictions, interconnect and other access
obligations, and restrictions or controls on content, including content provided by third parties. Failure to
comply with current or future regulation could expose our businesses to various penalties.

In addition to the foregoing items, we have contingent liabilities related to legal proceedings and other matters
arising in the ordinary course of business. Although it is reasonably possible we may incur losses upon
conclusion of ‘such matters, an estimate of any loss or range of loss cannot.be made. In our opinion, it is
expected that amounts, if any, which may be rcqulred to satlsfy such contingencies will not be material in
relation to our consolidated financial §tatements.

Contractual Commitments

As of December 31, 2005, the U.S. dollar equivalent (based on December 31, 2005 exchange rates) of our
consohdated contractual commitments, classified by their currency denomination, are as follows:

Payments due during year ended December 31,
2006 2007 2008 2009 2010 Thereafter Tota)
amounts in thousands '

Debt (excluding interest) $175,804  $320,190  $313,063 $350,149 - $2,545,153  $6,006,210 $ 9,710,569

Capital leases (excluding - :
interest) .............. . 94,143 76,585, 64,238 54,313 45,015 54,485 388,779

Operatmg leases ......... 122,419 107,990 80,456 60,935 49,876 163,538 585,214

Programmlng, satellite and
other purchase

- obligafions ....... A 252,575 78,553 39,438 18,740 9,441 60,008 458,755
Other commitments ...... 143,111 16,164 = 6,485 4,563 4,447 10,129 184,899
Total .............. | $788,052  $599.482  $503,680 $488,700  $2,653,932  $6,294,370  $11,328,216

Projected cash interest
payments on debt and

capital lease S ‘ o v :
obligations* ......... $657,090  $596,393  $555,502  $544,269 § 431,243 § 963,492 $ 3,747,989

* Based on interest rates-and contractual maturities in effect as of December 31, 2005.

Programming commitments consist of obligations associated with certain of our programming contracts that
are enforceable and legally binding on us in that we have agreed to pay minimum fees, regardless of the actual
number of subscribers to the programming services or whether we terminate cable service to a portion of our
subscribers or dispose of a portion of our cable systems. Satellite commitments consist of obligations
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associated with satellite services provided to our company. Other purchase obligations include commitments
to purchase customer premise equipment that are enforceable and legally binding on us.

Other commitments consist of commitments to rebuild or upgrade cable systems and to extend the cable
network to new developments, and perform network maintenance, and other fixed minimum contractual
commitments associated with our agreements with franchise or municipal authorities. The amount and timing
of the payments included in the l\‘Fablc with respect to our rebuild, upgrade and network extension
commitments are estimated based on the remaining capital required to bring the cable distribution system into
compliance with the requirements of ]the applicable franchise agreement specifications.

Il
In addition to the commitments set forth in the table above, we have commitments under agreements with
programming vendors, franchise authorities and municipalities, and other third parties pursuant to which we
expect to make payments in future periods. Such amounts are not included in the above table because they are

. 8
not fixed or determinable due to vamﬂus factors.

Critical Accounting Policies, Judgments and Estimates

The preparation of these financial statéments required us to make estimates and assumptions that affected the
reported amounts of assets and liabilities, revenue and expenses, and related disclosure of contingent assets
and liabilities at the date of our ﬁnan);cial statements. Actual results may differ from those estimates under
different assumptions or conditions. Critical accounting policies are defined as those policies that are reflective
of significant judgments and uncertainties, which would potentially result in materially different results under
different assumptions and conditions. \iWe believe our judgments and related estimates associated with the
carrying value of our long-lived assets, the valuation of our acquisition related assets and liabilities, the
carrying value of our investments, ca;?italization of our construction and installation costs, our income tax
accounting and our accounting for derivative instruments to be critical in the preparation of our consolidated
financial statements. These accounting|estimates or assumptions are critical because of the levels of judgment
necessary to account for matters that are inherently uncertain or susceptible to change.

Carrying Value of Long-lived Assets

The aggregate carrying value of our property and equipment, intangible assets and goodwill (collectively, long-
lived assets) that were held for use comprised 81% and 55% of our total assets at December 31, 2005 and

2004, respectively. Pursuvant to SFAS 142 and SFAS 144, we are required to assess the recoverability of our
long-lived assets.

SFAS 144 requires that we periodically review the carrying amounts of our property and equipment and our
intangible assets (other than goodwill \and indefinite-lived intangible assets) to determine whether current
events or circumstances indicate that such carrying amounts may not be recoverable. If the carrying amount of
the asset is greater than the expected dndiscounted cash flows to be generated by such asset, an impairment
adjustment is recognized. Such adjustrﬁent is measured by the amount that the carrying value of such assets
exceeds their fair value. We generally measure fair value by considering sale prices for similar assets or by
discounting estimated future cash flows using an appropriate discount rate. For purposes of impairment
testing, long-lived assets are grouped at]the lowest level for which cash flows are largely independent of other
assets and liabilities. Assets to be disposed of are carried at the lower of their financial statement carrying

. \
amount or fair value less costs to sell. |

Pursuant to SFAS 142, we evaluate the goodwill, franchise rights and other indefinite-lived intangible assets
for impairment at least annually on Octﬂober 1 and whenever other facts and circumstances indicate that the
carrying amounts of goodwill and indeﬁn‘l“ite—lived intangible assets may not be recoverable. For purposes of the
goodwill evaluation, we compare the fa”xir value of each of our reporting units to their respective carrying
amounts. If the carrying value of a repqrting unit were to exceed its fair value, we would then compare the

implied fair value of the reporting unit’s goodwill 1o its carrying amount, and any excess of the carrying
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amount over the fair value would be charged to operations as an impairment loss. Any excess of the carrying
value over the fair value for franchise rights is charged to operations as an impairment loss.

Considerable management judgment is necessary to estimate the fair value of assets; accordingly, actual
results could vary significantly from such estimates.

In 2005, 2004 and 2003, we recorded impairments of our long-lived assets aggregating $8,320,000,
$69,353,000 and nil, respectively. For additional information, see note 9 to our consolidated financial

statements.

Fair Value of Acquisition Related Assets and Liabilities

We allocate the purchase price of acquired companies or acquisitions of minority interests of a subsidiary to
the identifiable assets acquired and liabilities assumed based on their estimated fair values. In determining fair
value, we are required to make estimates and assumptions that affect the recorded amounts. Third party
valuation specialists generally are engaged to assist in the valuation of certain of these assets and liabilities.
Estimates used in valuing acquired assets and liabilities include, but are not limited to, expected future cash
flows, market comparables and appropriate discount rates, remaining useful lives of long-lived assets,
replacement costs of property and equipment, fair values of debt, and the amounts to be recovered in future
periods from acquired net operating losses and other deferred tax assets. Our estimates in this area impact the
amount of depreciation and amortization, impairment charges, interest expense and income tax expense or
benefit that we report in the periods following the acquisition date. Management’s estimates of fair value are
based upon assumptions believed to be reasonable, but which are inherently uncertain.

Carrying Value of Investments

The aggregate carrying value of our available-for-sale, cost and equity method investments comprised 6% and
20% of our total assets at December 31, 2005 and 2004, respectively. We account for these investments
pursuant to SFAS 115, SFAS 142 and APB 18. These accounting principles require us to periodically evaluate
our investments to determine if a decline in fair value below the cost basis is other-than-temporary. If a
decline in fair value is deemed to be other-than-temporary, the cost basis of the security is written down to fair
value. Writedowns for cost investments and available-for-sale securities are included in the consolidated
statements of operations as other-than-temporary declines in fair values of investments. Writedowns for equity
method investments are included in share of earnings (losses) of affiliates.

The primary factors we consider in our determination are the length of time that the fair value of the
investment is below our company’s carrying value and the financial condition, operating performance and near
term prospects of the investee. In addition, we consider the reason for the decline in fair value, be it general
market conditions, industry specific or investee specific; changes in stock price or valuation subsequent to the
balance sheet date; and our intent and ability to hold the investment for a period of time sufficient to allow for
a recovery in fair value. If the decline in fair value is deemed to be other-than-temporary, the cost basis of the
security is written down to fair value. In situations where the fair value of an investment is not evident due to a
lack of a public market price or other factors, we use our best estimates and assumptions to arrive at the
estimated fair value of such investment. Our assessment of the foregoing factors involves a high degree of
judgment and accordingly, actual results may differ materially from our estimates and judgments.

Our evaluation of the fair value of our investments and any resulting impairment charges are determined as of
the most recent balance sheet date. Changes in fair value subsequent to the balance sheet date due to the
factors described above are possible. Subsequent decreases in fair value will be recognized in our consolidated
statement of operations in the period in which they occur to the extent such decreases are deemed to be other-
than-temporary. Subsequent increases in fair value will be recognized in our consolidated statement of
operations only upon our ultimate disposition of the investment.
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In 2005, 2004 and 2003, we recordec‘ other-than-temporary declines in the fair values of our (i) cost and

available-for-sale investments aggregating $3,403,000, $18,542,000 and $6,884,000, respectively, and

(ii) equity method investments aggregating $29,187,000, $25,973,000 and $12,616,000, respectively. For
i . . i ! g

additional information, see note 6 to our consolidated financial statements.

Capitalization of Construction and|Installation Costs

In accordance with SFAS 51, Financial Reporting by Cable Television Companies, we capitalize costs
associated with the construction of néw cable transmission and distribution facilities and the installation of
new cable services. Capitalized construction and installation costs include materials, labor and applicable
overhead costs. Installation activities that are capitalized include (i) the initial connection (or drop) from our
cable system to a customer location, (ii) the replacement of a drop, and (iii) the installation of equipment for
additional services, such as digital g:able, telephone or broadband Internet service. The costs of other
customer-facing activities such as recc‘f nnecting customer locations where a drop already exists, disconnecting
customer locations and repairing or maintaining drops, are expensed as incurred. Significant judgment is

involved in the determination of the ‘nature and amount of internal costs to be capitalized with respect to
construction and installation activities. -

|

Income Tax Accounting

We are required to estimate the amount of tax payable or refundable for the current year and the deferred tax
assets and liabilities for the future tax consequences attributable to differences between the financial statement
carrying amounts and income tax basis of assets and liabilities and the expected benefits of utilizing net
operating loss and tax credit carryforwards using enacted tax rates in effect for each taxing jurisdiction in
which we operate for the year in Whléh those temporary differences are expected to be recovered or settled.
This process requires our management to make assessments regarding the timing and probability of the
ultimate tax impact of such items. Net deferred tax assets are reduced by a valuation allowance if we believe it

more-likely-than-not such net deferred tax assets will not be realized. Establishing a tax valuation allowance
requires us to make assessments about} the timing of future events, including the probability of expected future
taxable income and available tax plzinning opportunities. At December 31, 2005, the aggregate valuation
allowance provided against deferred ta”x assets was $2,766,270,000. Actual income taxes could vary from these
estimates due to future changes in income tax law or interpretations thereof in the jurisdictions in which we

operate, our inability to generate suff

cient future taxable income, differences between estimated and actual
results, or unpredicted results from the final determination of each year’s liability by taxing authorities. Any of
such factors could have a material leffect on our current and deferred tax position as reported in our
consolidated financial statements. A hl‘gh degree of judgment is required to assess the impact of possible future
outcomes on our current and deferred tax positions. For additional information, see note 12 to our consolidated

financial statements.

Derivative Instruments

As further described in note 8 to our consolidated financial statements, we have entered into various derivative
instruments, including interest rate aﬂb foreign currency derivative instruments. In addition, we have entered
into other contracts, such as the UGC Convertible Notes, that contain embedded derivative financial
instruments. All derivatives are required to be recorded on the balance sheet at fair value. If the derivative is
designated as a fair value hedge, the changes in the fair value of the derivative and of the hedged item
attributable to the hedged risk are recognized in earnings. If the derivative is designated as a cash flow hedge,
the effective portions of changes in the fair value of the derivative are recorded in other comprehensive
earnings. Ineffective portions of changes in the fair value of cash flow hedges are recognized in earnings. If the
derivative is not designated as a hedgé changes in the fair value of the derivative are recognized in earnings.
With the exception of J:COM’s 1nterest rate swaps in 2003, none of the derivative instruments that were in
effect during the three years ended D‘ccember 31, 2005 were designated as hedges.

|
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We use a binomial model to estimate the fair value of the derivative instrument embedded in the UGC
Convertible Notes and certain call options that we hold with respect to Telenet ordinary shares. We also use
the Black-Scholes -option-pricing model to estimate the fair value of certain other derivative instruments that
we hold. These models incorporate a number of variables in determining such fair values, including expected
“volatility of the underlying security, an appropriate discount rate and the U.S. dollar to euro exchange rate.
Volatility rates are based on the expected volatility of the underlying security over the term of the derivative
instrument, and are adjusted quarterly. U.S. dollar to euro exchange rates are based on published indices, and
are adjusted quarterly. Considerable management judgment is required in estimating these variables. Actual
results upon settlement of our derivative instruments may differ materially from these estimates.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to market risk in the normal course of our business operations due to our investments in
various foreign countries and ongoing investing and financial activities. Market risk refers to the risk of loss
arising from adverse changes in foreign currency exchange rates, interest rates and stock prices. The risk of
loss can be assessed from the perspective of adverse changes in fair values, cash flows and future earnings. We
have established policies, procedures and internal processes governing our management of market risks and
the use of financial instruments to manage our exposure to such risks.

Cash and Investments

We invest our cash in liquid instruments that meet high credit quality standards and generally have maturities
at the date of purchase of less than three months. We are exposed to exchange rate risk with respect to certain
of our cash balances that are denominated in Japanese yen, euros, and, to a lesser degree, other currencies. At
December 31, 2005, we and J:COM held cash balances of $11,015,000 and $299,140,000, respectively, that
were denominated in Japanese yen and we held cash balances of $362,790,000 that were denominated in
euros. These Japanese yen and euro cash balances are available to be used for future acqulsltlons and other
liquidity requirements that may be denommated in such currencies.

We are also exposed to market price ﬂuctuatlons related to our investments in equity securities. At
December 31, 2005, the aggregate fair value of our equity method and available-for-sale investments that was
subject to price risk was approximately $96 million. :

Foreign Currency Risk

We are exposed to unfavorable and potentially volatile fluctuations of the U.S. dollar (our functional
currency) against the currencies of our operating subsidiaries and affiliates. Any increase (decrease) in the
value of the U.S. dollar against any foreign currency that is the functional currency of one of our operating
subsidiaries or affiliates will cause the parent company to experience unrealized foreign currency translation
losses (gains) with respect to amounts already invested in such foreign currencies. In addition, we and our
operating subsidiaries and affiliates are exposed to foreign currency risk to the extent that we enter into
transactions denominated in currencies other than our respective functional currencies, such as investments in
debt and equity securities of foreign subsidiaries, equipment purchases, programming costs, notes payable and
notes receivable (including intercompany amounts) that are denominated in a currency other than their own
functional currency. Changes in exchange rates with respect to these items will result in unrealized (based
upon period-end exchange rates) or realized foreign currency transaction gains and losses upon settlement of
the transactions. In addition, we are exposed to foreign exchange rate fluctuations related to our operating
subsidiaries’ monetary assets and liabilities and the financial results of foreign subsidiaries and affiliates when
their respective financial statements are translated into U.S. dollars for inclusion in our consolidated financial
statements. Cumulative translation adjustmerits are recorded in accumulated other comprehensive earnings
(loss) as a separate component of equity. As a result of foreign currency risk, we may experience economic
loss and a negative impact on earnings and equity with respect to our holdings solely as a result of foreign
currency exchange rate fluctuations. The primary exposure to foreign currency risk for our company is to the
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euro and Japanese yen as 40% and 32% of our U.S. dollar revenue during 2005 was derived from subsidiaries
whose functional currency is the euro and Japanese yen, respectively. In addition, we have significant exposure
to changes in the exchange rates for|the Swiss franc, Chilean peso, the Hungarian forint and other local
currencies in Europe. S

Several of our subsidiaries have outs“tanding foreign currency forward contracts. A currency forward is an
agreement to exchange cash flows denﬁ)mlnated in different currencies at a specified future date (the maturity
date) and at a specified exchange rate (the forward exchange rate) agreed on the trade date. Changes in the
fair value of these contracts are recorded in realized and unrealized gains -(losses) on derivative instruments in

our consolidated statements of operati

ons. The following table summarizes our outstanding foreign currency
forward contracts at December 31, 2005: ‘
B \ Amodnts co‘nvérted ‘
Local currency Foreign currency ) Maturity dates

: amounts in thousands
UPC Broadband Holding NOK 876,280 © €109,320 January 2006
JCOM ............. U 1,033,000 $ 8882 . February — May 2006
VIR ... ool CLP, 16,408,905 $ 30,000 January — December 2006
LG Switzerland ........ CHE 925 133 ' €606 446 ‘ April 2007 '

. Bt , .
Austar................ . AU]? 62, 987 . $ 46 150 ~ January 2006 — December 2007

The relanonsmp between the euro, J apanese yen Chilean peso, ‘Swiss franc and the Hungarian formt and the
U.S. dollar, which is our reporting cur TENCy, 1s shown below, per one U.S. dollar:

December 31, December 31, December 31,

Spot rates: 2005 2004 2003
EBuro.......... ...t ERTERPRIRRIRRPRES 0.8451 0.7333 0.7933
Swiss Franc.................. L 1.3153 1.1319 1.238
JAPANESE YEN -+« s o oeve el 117.95 10241 107.37
~Chilean peso. .. ..o - 514.01 '559.19 593.80
Hungarian forint. .............L...... D 213.52 180.59 209.38
. ) v A ) v Year ended December 31,
Average rates: ’ ’ ‘ 2005 2004 2003
Buro ... oo 0.8043  0.8059 0.8806
Swiss FIanc .........ooovieidoii i 1.2924 1.240  1.3452
JAPANESE YEN . oo eeeeeeee e e 109.81  107.44 116.06
Chileanpeso ................. e e 55842 609.22 686.04
Hungarian forint ....... ... . 19949  202.84 228.73

Inflation and Foreign Investment Rl‘sk

Certain of our operating companies operate in countries where the rate of inflation is higher than that in the
United States. While our affiliated companies attempt to increase their subscription rates to offset increases in
operating costs, there is no assurance that they will be able to do so. Therefore, operating costs may rise faster
than associated revenue, resulting in a material negative impact on reported earnings. We are also impacted by
inflationary increases in salaries, wages, benefits and other administrative costs, the effects of which to date
have not been material. Our foreign operating companies are all directly affected by their respective countries’
government, economic, fiscal and mon%tary policies and other political factors.
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Interest Rate Risks

We are exposed to changes in interest rates primarily as a result of our borrowing and investment activities,
which include fixed and floating rate investments and borrowings by our operating subsidiaries that are used to
maintain liquidity and fund their respective business operations. The nature and amount of our long-term and
short-term debt are expected to vary as a result of future requirements, market conditions and other factors.
Our primary exposure to variable rate debt is through the EURIBOR-indexed and LIBOR-indexed debt of.
UPC Broadband Holding, Cablecom Luxembourg and LG Switzerland, the TIBOR-indexed debt of J:COM
and the TAB-indexed debt of VTR. UPC Broadband Holding, Cablecom Luxembourg, LG Switzerland,
J:COM, VTR and certain other of our subsidiaries have entered into various derivative transactions pursuant
to their policies to manage exposure to movements in interest rates. We use interest rate exchange agreements
to exchange, at specified intervals, the difference between fixed and variable interest amounts calculated by
reference to an agreed-upon notional principal amount. We also use interest rate cap agreements that lock in a
maximum interest rate should variable rates rise, but which enable it to otherwise pay lower market rates. We
manage the credit risks associated with our derivative financial instruments through the evaluation and
monitoring of the creditworthiness of the counterparties. Although the counterparties may expose our
company to losses in the event of nonperformance, we do not expect such losses, if any, to be significant.

Weighted Average Variable Interest Rate — At December 31, 2005, our variable rate indebtedness (exclusive
of the effects of interest rate exchange agreements) aggregated approximately $7.6 billion, and the weighted-
average interest rate (including margin) on such variable rate indebtedness was approximately 4.9%
(5.7% exclusive of J:COM). Assuming no change in the amount outstanding, and without giving effect to any
interest rate exchange agreements, a hypothetical 50 basis point increase (decrease).in our weighted average
variable interest rate would increase (decrease) our annual consolidated interest expense and cash outflows by
approximately $38 million.

Derivative Instruments

Cross-currency and Interest Rate Contracts

Through our subsidiaries, we have entered into various derivative instruments to manage interest rate and
foreign currency exposure. With the exception of J:COM’s interest rate swaps, which as discussed below, are
accounted for as cash flow hedges, we do not apply hedge accounting to our derivative instruments.
Accordingly, changes in the fair values of all other derivative instruments are recorded in realized and




)
|

unrealized gains (losses) on derivative I1nstruments in our consolidated statements of operations. The terms of
significant outstanding contracts at December 31, 2005, were as follows:

Cross-currency and Interest Rate Swaps:

Principal . oo Interest rate Interest rate

amount due Notional (on principal (on notional
from amount due to amount) due from - ' amount) due to
Maturity date i counterparty counterparty counterparty counterparty

amounts, in thousands

UPC Broadband

Holding: | _

. . |
December 2011(1) .. § 525},000 € 393,500 LIBOR + 3.0% EURIBOR + 3.10%
October 2012(2) .. .. 1,250{,.000. k 944,000 ~LIBOR + 2.5% 6.06%

il
$1,775,000 € 1,337,500

' o -

Cablecom GmbH(3): 4{
April 2007 ......... € 1\93}‘{,333 CHF 299,792 9.74% 8.33%
April 2007 ......... ‘ 96,667 149,896 9.74% 8.41%

A .
€ 200000 CHEF 449,688

(1) Swap contract effectively converts the indicated principal amount of UPC Broadband Holding’s
U.S. dollar-denominated LIBOR]-mdexed floating rate debt to Euro-denominated EURIBOR-indexed

floating rate debt.:

(2) Swap contract effectively converts the indicated pnnmpal amount of UPC Broadband Holding’s

U.S. dollar-denominated LIBOR'indexed floating rate debt to Euro-denominated fixed rate debt.

. \ o e : .
(3) Swap contract effectively converts the indicated principal amount of Cablecom Luxembourg’s Euro-

denominated fixed-rate debt to CHF-denominated fixed-rate debt.

Holding all other factors constant, (i) an instantaneous increase of 10% in the value of the U.S. dollar relative
to the euro at December 31, 2005 would have increased the aggregate value of the UPC Broadband Holding
cross-currency and interest rate exchange contracts by approximately €172 million ($204 million), (ii) an
instantaneous decrease of 10% in the value of the U.S. dollar relative to the euro at December 31, 2005 would
have decreased the aggregate value of ”the 'UPC Broadband Holding cross-currency and interest rate exchange
contracts by approximately €146 million ($173 million), and (iii) an instantaneous increase (decrease) in the
relevant base floating raté of S0 bgsis points (0.50%) at December 31, 2005 would have increased
(decreased) the aggregate, value of the UPC Broadband Holding cross-currency and interest rate swaps and
caps by apprommately €67 million ($79 million).

Holding all other factors constant, (1)‘ an instantaneous increase (decrease) of 10% in the value of the euro
relative to the Swiss franc at December 31, 2005 would have increased (decreased) the aggregate value of the
Cablecom GmbH and Cablecom L‘uxembourg cross-currency and interest rate exchange contracts by
approximately $37 million and (ii) aﬂn instantaneous increase (decrease) in the relevant base floating rate

(excluding margin) of 50 basis points) (0.50%) at December 31, 2005 would have increased (decreased) the
aggregate value of the Cablecom GmbH Cross- currency and interest rate swaps by approximately $27 million.

|
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Interest Rate Swaps:

Variable
interest rate Fixed interest
due from rate due to
Maturity date Notional amount counterparty counterparty
amounts in
. thousands
UPC Broadband Holding(1): :
Januaty 2006 ... .l € 525,000 EURIBOR v 2.26%
January 2006 ........ ... ... s, ’ 550,000 EURIBOR -2.33%
April 2010. ... ..o 1,000,000 EURIBOR 3.28%
September 2012 ....... EEETTII L 500,000 EURIBOR 2.96%
‘ € 2,575,000 -
LG Switzerland(2) C
April 2007 ... € 560,072 EURIBOR 2.82%
Cablecom Luxembourg(3): _
December 2010 ............. .. ... .... CHF 618,480 ° CHF LIBOR :2.19%
December 2012 .. ... ...... ... ... ...... 711,520 CHF LIBOR 2.34%
‘ CHF 1,330,000
- Austar(4): : ‘
December 2006 ..................... .. AUD 165,000 AUD LIBOR 5.67%
January 2009 ............ [P 115,300 AUD LIBOR 5.72%
' ' AUD 280,800
Puerto Rico subsidiary(3): ,
May 2007 ... . $ .. 31,875 , LIBOR 3.75%
May 2009 ............. e e e . 31,875 LIBOR 3.98%
| $ 63,750
VTR (6): o
June 2012 .....:. Ceee PR CLP 140,401,800 TAB 7.01%
. J:COM(7): ; , .
June 30,2009 ................... I ¥ 33,798,240 TIBOR 0.52%
December 30,2009 ................ . 5,500,000 TIBOR 10.55%
December 30,2009 .................... 1,500,000 TIBOR 0.69%
December 30,2009 .............. e . 3,000,000 TIBOR 0.70%

¥ 43,798,240

(1) Each contract effectively fixes the EURIBOR on the’ 1nd1cated pnnc1pal amount of UPC Broadband
Holding’s Euro-denominated debt.

(2) At December 31, 2005, this contact effectively fixed the EURIBOR rate on the indicated principal
amount of LG Switzerland’s Euro-denominated debt. The notional amount of this contract increases
ratably through January 2007 to a maximum amount of €597,798,000 ($707,370,000) and remains at
that level through the maturity date of the contract.

(3) Each contract effectively fixes the CHF LIBOR on the indicated principal amount of Cablecom
Luxembourg’s CHF-denominated debt.
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(4) Each contract effectively: fixes the AUD LIBOR on.the indicated principal amount ‘of Austar's AUD-
denominated debt.

(5) Each contract effectively fixes the LIBOR on the indicated principal amount of the U.S. dollar-

denominated debt of our Puerto Flco subsidiary.
(6) Contract effectively fixes the 90- c}lay Chilean peso-denominated TAB on the indicated principal amount

of VTR’s CLP-denominated debt.

(7) These swap agreements effectively fix the TIBOR component of the variable interest rates on borrowings
pursuant to J;COM’s Credit Facxhty For additional information, see note 10 in our consolidated financial
statements. J:COM accounts for these derivative instruments as cash flow hedging instruments.
Accordingly,-the effective component of the change in the fair value of these instruments is reflected in
other comprehenswe carmngs (loss) net S

Interest Rate Caps:

Each contract caps the ,EUR-I‘BOR rate. on the: indicated principal amount of UPC Broadband Holding’s
Euro-denominated debt, as detailed ‘below: -

Start date : . o : [ Maturity date Principal amount Cap level

amounts in
thousands

UPC Broadband Holding: . - |
January 2005 .. ... O T
July 2005 ...l "
January 2006 ........ P g
January 2006 ... ...........
July 2006 .................
January 2007 .. ...,

................. January 2006  €1,500,000 3.0%
................. January 2006~ €1,100,000 3.0%
................. July 2006 € 900,000 4.0%
O January 2007 € 600,000 4.0%
R, - January 2007 € 400,000 4.0%
................. January 2008 € 750,000 3.5%

) ]
UGC Consertible Notes : \

The UGC Convertxble Notes are compound financial instruments that contain a foreign currency debt
component and an equity component t‘nat is indexed to LGI Series A common stock, LGI Series C common
stock and to currency exchange rates (euro to U.S. dollar). We account for the embedded equity derivative
separately at fair value, with changes in fair value reported in our consolidated statement of operations. During
2005, we recogmzed an unrealized galn on the embedded equity derivative of $65,613,000. The fair value of
the embedded equity derivative and the accreted value of the debt host contract are presented together in the

caption long-term debt and capital lease obligations in our consohdated balance sheet, as follows:
| December 31,

2005 2004

: ) - amounts in thousands
Debt host contract .. ... e e $437,439, ' $462,164
Embedded equity derivative. .. .|............. . 128,032 193,645

$565.471  $655,809

Holding all other factors constant, (i} an instantaneous increase of 10% in the fair value of the Euro relative to
the U.S. dollar at December 31, 2005 Lwould have decreased the fair value of the embedded equity derivative
by approximately €35 million ($41 rmlhon) (ii) an instantaneous decrease of 10% in the fair value:of the euro
to the U.S. dollar at December 31, 2005 would have increased the fair value of the embedded equity derivative
by approximately €32 million ($38 m11110n) (ili) an instantaneous increase (decrease) in the risk free rate of
50 basis points (0.50%) at December 31 2005 would have increased (decreased) the value of the embedded
equity derivative by approximately €4 Jmllhon ($5 million), and (iv) an instantaneous increase (decrease) of
10% in the combined per share market| “pncc of LGI Series A common stock and LGI Series C common stock
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at December 31, 2005 would have increased (decreased). the fair value of the embedded equity derivative by
approximately €38 million ($45 million).

| Prepaid Forward Sale Transaction — News Corp. Class A common stock

On August 2, 2005, we entered into a prepaid forward sale transaction with respect to 5,500,000 shares of
News Corp. Class A common stock, which we account for as an available-for-sale investment. In considera-
tion for entering into the forward contract, we received cash consideration of $75,045,000. The forward
contract includes a debt host instrument and an embedded derivative. The embedded derivative has the
combined economics of a put exercisable by LGI and a call exercisable by the counterparty. As the net fair
value of the embedded derivative at the inception date was zero, the full $75,045,000 received at the inception
date is associated with the debt host contract and such amount represents the present value of the amount to
be paid upon the maturity of the forward contract. The forward contract is scheduled to mature on July 7,
2009, at which time we are required to deliver a variable number of shares of News Corp. Class A common
stock to the counterparty not to exceed 5,500,000 shares (or the cash value thereof). If the per share price of
News Corp. Class A common stock at the maturity of the forward contract is less than or equal to
approximately $16.24, then we are required to deliver 5,500,000 shares to the counterparty or the cash value
thereof. If the per share price at the maturity is greater than approximately $16.24, we are required to deliver
less than 5,500,000 shares to the counterparty or the cash value of such lesser amount, with the number of
such shares to be delivered or cash to be paid in this case depending on the extent that the share price exceeds
approximately $16.24 on the maturity date. The delivery mechanics of the forward contract effectively permit
us to participate in the price appreciation of the underlying shares up to an agreed upon price. We have
pledged 5,500,000 shares of News Corp. Class A common stock to secure our obligations under the forward
contract. We account for the embedded derivative separately at fair value with changes in fair value reported
in our consolidated statements of operations. The fair value of the embedded derivative and the accreted value
of the debt host instrument are presented together in the caption long-term debt and capital lease obligations
in our consolidated balance sheet at December 31, 2005, as set forth below (amounts in thousands):

Debt host contract . ......ovve v, e $76,435
Embedded equity derivative. ....... ...ttt e (3,498)
$72,937

Other devivative instruments

In connection with the April 13, 2005 combination of VTR and Metrépolis, CCC acquired an option to
require UGC to purchase CCC’s equity interest in VTR at fair value, subject to a $140 million floor price.
This option is exercisable by CCC beginning on April 13, 2006 and expires on April 13, 2015. For additional
information, see note 5 to our consolidated financial statements. '

In October 2005, we paid $11,807,000 to enter into a call option contract pursuant to which we contemporane-
ously (i) sold call options on 500,000 shares of LGI Series A common stock at an exercise price of $24.25 and
(ii) purchased call options on an equivalent number of shares of LGI Series A common stock with an exercise
price of zero. In connection with the November 2005 expiration of this agreement, we received a cash
payment of $12,125,000.

In November 2005, we paid $11,969,000 to enter into a call option contract pursuant to which we
contemporaneously (i) sold call options on 500,000 shares of LGI Series A common stock at an exercise price
of $24.35 and (ii) purchased call options on an equivalent number of shares of LGI Series A common stock
with an exercise price of zero. At the expiration of this contract in December 2005, we exerc1sed our call
options and acqu1red 500,000 shares of LGI Series A common stock
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Credit Risk
In addition to the risks described above, we are also exposed to the risk that our counterparties will default on

their obligations to us under the abovesdescribed derivative instruments. Based on our assessment of the credit
worthiness of the counterparties, we do not anticipate any such default..

FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The consolidated financial statements of Liberty. Global Inc. are filed under thls Item, beginning on
page II-55. :

CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE ‘ : :

None.

CONTROLS AND PROCEDURES

Disclosure controls and procedures

In accordance with Exchange Act Rulue 13a-15, we carried out an evaluation, under the supervision and with
the participation of management, in(ﬁluding our chief executive officer, principal accounting officer, and
principal financial officer (the Executives), of the effectiveness of our disclosure controls and procedures as of
December 31, 2005. In designing and evaluating the disclosure controls and procedures, the Executives
recognize that any controls and procedures no matter how well designed and operated, can provide only
reasonable assurance of achieving the\dcsned control objectives, and management is necessarily required to
apply judgment in evaluating the cost-benefit relationship of possible controls and objectives. Based on that
evaluation, the Executives concludeﬂ that our disclosure controls and procedures are effective as of
December 31, 2003, in timely making known to them material information relating to us and our consolidated
subsidiaries required to be disclosed in our reports filed or submitted under the Securities Exchange Act of
1934. We have investments in certain unconsolidated entities. As we do not control these entities, our
disclosure controls and procedures with respect to such entities are necessarily substannally more limited than

those we maintain with respect to our| consolidated- subsidiaries.
\

Internal control over financial reporting
(a) Management’s Annual Report onl‘l nternal Control.over Financial Reporting
Management’s annual report on interrlal control o{/er financial reporting is included herein on page 11-52
(b) Attestation Report of the Indepen"dent Registered Public Accounting Firm

The attestation report of KPMG LLPJ is included herein on page 11-53

(c) Changes in Internal Control over|Financial Reporting

There have been no changes in our internal controls over financial reporting identified in connection with the
evaluation described above that occuried during the fourth fiscal quarter covered by this Annual Report on
Form 10-K that have materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.

OTHER INFORMATION
Not applicable.
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Managemenf’s Annual Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate -internal control over financial
reporting, as such term is defined in Rule 13a-15(f) of the Securities Exchange Act of 1934. Our internal
control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with accounting
principles generally accepted in the United States of America. Because of its inherent limitations, internal
control over financial reporting may not prevent or detect misstatements. Projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes
in conditions, or that the degree of compliance with the policies or procedures may deteriorate. -

Our management assessed the effectiveness of internal control over financial reporting as of December 31,
2005, using the criteria in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Our evaluation of internal control over financial reporting did not
include the internal control of the following subsidiaries we acquired in 2003:

Total revenue included

Total assets included in in our consolidated
our consolidated financial financial statements for
statements as of the year ended
December 31, 2005 December 31, 2005

amounts in thousands

LGI1/Sumisho Super Media, LLC and Juplter ' . ,
Telecommunications Co., Ltd. ................ $4,378,606 $1,662,105

Cablecom Holdings AG .......... e $4,125278 $ 122,078
MS Irish Cable B.V. ....... D A $ 485,092 $ 98,982
Astral Telecom SA . .....oovveii) S $ 460,413 $ 30,528
Austar United Commumcatlons Limited. ......... $ 558,834 ' $ —
Telemach d.0.0 . ... voeeoeeie e $ 102,117 $ 24,546
-Zone Vision Networks Ltd. .................... $ 88,353 $ 58,904
Other .. $ $ 12,784

101,256

The aggregate amount of consolidated assets and revenues of these subsidiaries included in our consolidated
financial statements as of and for the year ended December 31, 2005 was $10.3 billion and $2.0 billion,
respectively. Based on this evaluation, our management believes that our internal control over financial
reporting was effective as of December 31, 2005. Our management’s assessment of the effectiveness of our
internal control over financial reporting has been audited by KPMG LLP, an independent registered public
accounting firm, as stated in their report included herein.
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|

Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Liberty Global, Inc.: M
|
We have audited management’s assessment, included in the accompanying Management’s Report, that
Liberty Global, Inc. maintained cffe(];,tive internal control over financial reporting as of December 31, 20035,
based on criteria established in Int“‘emal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). Liberty Global Inc.’s management is
responsible for maintaining effective lintemal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting. Our responsibility is to express an opinion on
management’s assessment and an opix‘i ion on the effectiveness of the Company’s internal control over financial

reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance .about whether effective in\[ternal control over financial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over financial reporting, evaluating
management’s assessment, testing and evaluating the design and operating effectiveness of internal control,
and performing such other procedures as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for .our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial ref)orting and the preparation of financial statements for external purposes
in accordance with generally acceptéd accounting principles. A company’s internal control over financial
reporting ‘includes those policies and(! procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company;
(2) provide reasonable assurance that1itran$actions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of
the company are being made only u{ accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the‘; company’s assets that could have a material effect on the financial
statements.

Because of its inherent limitations, \‘intemal control over financial reporting may not prevent or detect
misstatements. Also, projections of an‘y evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate beca“‘usc of changes in conditions, or that the degree of compliance with the
policies or procedures may deterioratc?.

|
In our opinion, management’s assessn?ent that Liberty Global, Inc. maintained effective internal control over
financial reporting as of December 31, 2005, is fairly stated, in all material respects, based on criteria
established in Internal Control — Inté:grated Framework issued by the Committee of Sponsoring Organiza-
tions of the Treadway Commission (FOSO). Also, in our opinion, Liberty Global, Inc. maintained, in all
material respects, effective internal corultrol over financial reporting as of December 31, 2005, based on criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organiza-

tions of the Treadway Commission (COSO).
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Management’s evaluation of the effectiveness of Liberty Global Inc.’s internal control over financial reporting
as of December 31, 2005 excluded the following business acquired in 2005:

Total revenue included

Total assets included in in our consolidated
our consolidated financial financial statements
statements as of for the year ended
December 31, 2005 December 31, 2005

amounts in thousands

LGI/Sumisho Super Media, LLC and Jupiter f
Telecommunications Co., Ltd. ................ - $4,378,606 $1,662,105

Cablecom Holdings AG ........................ " $4,125,278 $ 122,078
MS Irish Cable BV, ... ... ... . ... ... ..... $ 485,092 $ 98,982
Astral Telecom SA .......ooovvuiii.. $ 460413 $ 30,528
Austar United Communications Limited .......... $ 538,834 ) —
Telemach d.0.0. .. oot i $ 102,117 $ 24,546
Zone Vision Networks Ltd. ..................... $ 88,353 $ 58,904
Other..... ... ... .. i i, e $ 101,256 $ 12,784

The aggregate amount of total assets and revenues of these subsidiaries included in the consolidated financial
statements of Liberty Global, Inc. as of and for the year ended December 31, 2005 was $10.3 billion and
$2.0 billion, respectively. Our audit of internal control over financial reporting of Liberty Global, Inc. also
excluded an evaluation of the internal control over financial reporting of these subsidiaries.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Liberty Global, Inc. and subsidiaries as of December 31,
2005 and 2004, the related consolidated statements of operations, comprehensive earnings (loss),
stockholders’ equity, and cash flows for each of the years in the three-year period ended December 31, 2005,
and the financial statement schedules I and II, and our report dated March 13, 2006 expressed an unqualified
opinion on those consolidated financial statements and schedules. :

KPMG LLP

Denver, Colorado
March 13, 2006

11-54




Report of In(jiependent Registered Public Accounting Firm

The Board of Directors and Stockhol\iers
Liberty Global, Inc:

We have audited the accompanying consolidated balance sheets of Liberty Global, Inc. and subsidiaries as of
December 31, 2005 and 2004, and thcf related consolidated statements of operations, comprehensive earnings
(loss), stockholders’ equity, and cash {lows for each of the years in the three-year period ended December 31,
2005. In connection with our audits of the consolidated financial statements, we also have audited financial
statement schedules I and T1. These Consolidated financial statements and financial statement schedules are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these

consolidated financial statements andwﬁnancial statement schedules based on our audits.

We conducted our aundits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standcrds require that we plan and perform the audit to obtain reasonable
assurance about whether the ﬁnancx,‘al statements are free of material misstatement. An audit includes
examining, on a test basis, evidence s‘}upporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financiallstatement presentation. We believe that our audits provide a reasonable
basis for our opinion. :

In our opinion, the consolidated ﬁnanmal statements referred to above present fairly, in all material respects,
the financial position of Liberty Global Inc. and subsidiaries as of December 31, 2005 and 2004, and the
results of their operations and thcuﬂ cash flows for each of the years in the three-year period ended
December 31, 2005, in conformity w1th U.S. generally accepted accounting principles. Also in our opinion, the
related financial statement schedules, when considered in relation to the basic consolidated financial
statements taken as a whole, present ‘fairly, in all material respects, the information set forth therein.

As discussed in note 22, the consolidat%led financial statements as of and for the year ended December 31, 2004
have been adjusted for the change in method of accounting for income taxes associated with convertible debt

in 2005.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness ofl Liberty Global, Inc.’s internal control over financial reporting as of
December 31, 2005, based on criteria jestablished in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Orgamzatmns of the Treadway Commission (COSQ), and our report dated
March 13, 2006 expressed an unquahﬁcd opinion on management’s assessment of, and the effective operation
of, internal control over financial reportlng

KPMG LLP

Denver, Colorado
March 13, 2006
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- LIBERTY GLOBAL, INC.
(See note 1)

CONSOLIDATED BALANCE SHEETS

December 31,

2005 2004
as adjusted
{note 22)
. _ amounts in thousands
ASSETS
Current assets: ' : - : I

Cash and cash equi?alents R $ 1,202,200 $ 2,529,115

Trade receivables, net .. .............. e 534,243 . 203,890

Other receivables, net . ... ... oo ieii i i PSP . 112,537 165,631

Current assets of discontinued operations (note '5_) ..................... 14,686 =

Other current assets............. ST L e e 398,719 293,947

Total current assets . .............. e I e 2,262,385 3,192,583
Investments in affiliates, accounted for using the equity method, and related

receivables (note 6) ............ ... ... ... K 789,066 1,865,642
Other investments (note 7) ...... I e e e - 569,059 838,608
Property and equipment, net {note 9) .............. ... .. ... .. e 7,991,292 . 4,303,099
Goodwill (note 9) ........ e P P 9,020,071 2,667,279
Franchise rights and other intangible assets not subject to amortization _

(note 9) ... ..t [P e " 218,002 230,674
Intangible assets subject to amortization, net (note 9)...................... - 1,601,806 382,599
Long-term assets of discontinued operations (note 5).............. P . 329,871 —
Other assets, ML, . vt e e e e 596,977 221,879

Total assets......... e L $23,378,529  $13,702,363

The accompanying notes are an integral part of these consolidated financial statements
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CONSOLIDA

5

LIABILITI

Current liabilities:
" Accounts payable .. .............
Accrued liabilities and other. ... ..

Deferred revenue and advance paym

{note 11)
Accrued interest .. ..............

Current liabilities of discontinued operatlons (note 5)
Current portlon of debt and capital lcase obligations (note 10)

" Total current hablhtles

Long-term debt and capital lease oblig

Deferred tax liabilities (note 12) .. ..

Long-term liabilities of discontinued o

Other long-term liabilities (note 11)
 Total liabilities

Commitments and contingencies (note

Minority interests in subsidiaries . ...

Stockholders’ Equity:

LIBERTY GLOBAL, INC.
(See note 1)

‘Series A common stock, $.01 par value. Authorized 500,000,000 shares

issued 232,334,708 and 168,514, 9,

2004, respectively . ............

‘Series B common stock, $.01 par va
issued and outstanding 7,323,570
2005 and 2004, respectively . ...

62 shares at December 31, 2005 and

lue. Authorized 50,000,000 shares;

Series C common stock, $.01 par value. Authorized 500,000,000 shares;

239,820,997 and 175,779,262 sha

2004, respectively (note 1)
Additional paid-in capital

Accumulated deficit.............

res issued at December 31, 2005 and

Accumulated other comprehensive eamlngs (loss) net of taxes (note 19)

Deferred compensation

Treasury stock, at cost (notes 5 and 13)
Total stockholders’ equity . ...

Tota14liabilitie‘s and stockholders’ ec
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ES AND STOCKHOLDERS’ EQUITY

and 7,264,300 shares at December 31,

TED BALANCE SHEETS — (Continued)

December 31,

2005

2004

as adjusted
(note 22)

amounts in thousands

$ 715,599 $ 363,549
669,060 556,015
595,982 353,069
145,457 89,612
35,266 —
269,947 36,827

2,431,311 1,399,072
9,845,025 4,955,919
546,049 464,661
9,599 —
933,591 432,018
13,765,575 7,251,670
1,796,508 1,213,610
2,323 1,685

73 73

2,398 1,758
9,992,236 6,999,877
(1,732,527)  (1,652,430)
(262,889) 14,010
(15,592) —
(169,576) (127,890)
7,816,446 5,237,083
$23,378,529.  $13,702,363

The accompanying notes are an integral part of these consolidated financial statements




LIBERTY GLOBAL, INC.
(See note 1)

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenue (note 21)

Operating costs and expenses:

Operating (other than depreciation) (note 15)..............
Selling, general and administrative (SG&A) (note 15)
Stock-based compensation charges — primarily SG&A

(mote 3) ... e
Depreciation and amortization (note 9)................. ...
Impairment of long-lived assets (note 9)...................
Restructuring and other operating charges (credits) (note 17)

Operating income (loss)

Other income (expense):

Interest expense (note 15) . ... ... iy
Interest and dividend income (note 15)....................
Share of earnings (losses) of affiliates, net (note 6)
Realized and unrealized gains (losses) on derivative

instruments, net (note 8) ... ... i
Foreign currency transaction gains (losses), net
Gain on exchange of investment securities (note 5)
Other-than-temporary declines in fair values of investments

(note 7)
Gains (losses) on extinguishment of debt (note 10)
Gains (losses) on disposition of non-operating assets, net

(note 6 and note 7)
Other income (expense), Net.........iviirnvennnn..

Earnings (loss) before income taxes, minority interests and
discontinued operations

Income tax benefit (expense) '

Minority interests in losses (earnings) of subsidiaries

Earnings (loss) from continuing operations......... e

Discontinued operations:
Earnings (loss) from operations, net of tax expense of
$565,000 and $2,874,000 in 2005 and 2004, respectively
(note 5)

Net earnings (loss)

Historical and pro forma earnings (loss) per common share,
basic and diluted (note 3):
Continuing operations. .. .....c.vvvviiriiiveireein...
-Discontinued operations

The accompanying notes are an integral part of these consolidated financial statements
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Year Ended December 31,

2005 2004 2003
as adjusted
(note 22)
amounts in thousands, except per share amounts
$5,151,332  $2,531,889  $108,390
2,185,515 1,050,493 62,776
1,194,972 639,609 27,867
59,231 142,676 4,088
1,454,863 915,748 15,114
8,320 69,353 -
(2,753) 28,901 —
4,900,148 2,846,780 109,845
251,184 (314,891) (1,455)
-(433,467) (286,321) (2,178)
77,649 65,494 24,874
(22,949) 38,710 13,739
309,973 (35775) 12,762
(209,400) 117,514 5,412
— 178,818 —
(3,403) (18,542)  (6,384)
(33,700) 27,977 —
115,169 43,714 (4,033)
(263) (7,931) 6,651
(200,391) 123,658 50,343
50,793 (191,233) 48,888
(29,849) 13,800 (27,975)
(104,535) 163,724 (24)
(83,591) (13,709) 20,889
3,494 (1,772) —
§ (80,097) § (21,481) $ 20,889
$ (0200 $ (004 $ 007
0.01 (0.03) —
$ (019 $ (007) $ 007




CONSOLIDATED STAT

Net earnings (loss)

Other comprehensive earnings (loss)

Foreign currency translation adjust‘;ments

LIBERTY GLOBAL, INC.
(See note 1)

EMENTS OF COMPREHENSIVE EARNINGS (LOSS)

Year Ended December 31,
2004

as adjusted
(note 22)
amounts in thousands

$ (80,097) §$ (21,481) $ 20,889

2005 2003

net of taxes (note 19):

Reclassification adjustment for foréign currency translation losses

(gains) included in net earnings
Unrealized gains (losses) on availa
Reclassification adjustment for net

securities included in net earnings (loss)
Unrealized gain on cash flow hedges

Reclassification adjustmént for loss
net earnings (loss)

Effect of change in estimated blen
(note 12)

Other comprehensive earnings (1os

Comprehensive earnings (loss) .. ..

The accompanying notes 2

...................... (298,879) 165,315 102,321
(loss) v 54,834 (36,174) (27)
ble-for-sale securities......... 19,556 (1,450) 111,594
gains on available-for-sale
.................... (56,488)  (120,842) —
......................... 4,040 — _
on cash flow hedge included in
........................... 835 — —
ded state income tax rate
........................... (797) 2,745 —
) e (276,899) 9,594 213,888
! ........................... $(356,996) $ (11,887) $234,777

re an integral part of these consolidated financial statements
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LIBERTY GLOBAL, INC.
(See note 1)

CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY

Accumulated other

C X Additional comprehensive Treasury Total
ommon sfoc Paid-In  Accumulated earnings (loss), stock, at  Parent’s  stockholders’
v ‘ Series A Series B Series C  Capital deficit net of taxes cost investment equity
as adjusted as adjusted
(note 22) (note 22)
) ) . . . amounts in thousands i -

Balance at January 1,2003.................... $ — $&— § — 3% . — $(1,651,838) . $(260,454) 8 — § 4,621,185 .$2,708,893
Net earnings .. ............. e e — — — — 20,389 R — — 20,889
Other comprehensive earnings, net of tax ' _

(note 19) ... - = - C— — 213,888 — - — 213,888
Intercompany tax allocation (note 12) ...... - = — — — — — (14,774)  (14,774)
Allocation of corporate overhead (note I5) .... — — — - — ‘ — ‘ - 10,873 10,873
Net cash transfers from parent. ... ... e - = T — — — o 478,799 478,799

Balance at December 31,2003 ....\oovvvei o, — — — — (1,630,949)  (46,566) — 5,096,083 3,418,568
NEEIOSS .« c e et - = = = (248D s — —  (21,481)
Other comprehensive earnings, net of tax * : o L

(mote 19) o vvrii P _ = — — — 959 — — 9,594
Intercompany tax allocation (note 12) ........ - - — RN P — — 6,133 6,133
Allocation of corporate overhead (note 15) .... - — — — - = — — 9,357 9,357
Issuance of Liberty Media Corporation common ‘ ' : ) _

stock in acquisition (note 5) ............ " —- - — — — — - 152,122 152,122
Contribution of cash, investments and other net = ’

liabilities in connection with spin off (note 2) - - — — — 50,982 — 304,578 355,560

Assumption by Liberty Media Corporation of
obligation for stock appreciation rights in
connection with spin off (note 2) .......... — — — — — — — 5,763 5,763

Adjustment due to issuance of stock by
subsidiaries and affiliates and other changes

in subsidiary equity, net of taxes (note 13) .. — — - 6,049 — — — 1,025 7,074
Net cash transfers from parent............... - = — — — — — 654,250 654,250
Change in capitalization in connection with spin

off (note2) ...ovviiii 1,399 6l 1,460 6,226,391 — — — (6,229,311) —
Common stock issued in rights offering

(NOtE 2) v\t e it 283 12 295 735,071 — - - — 735661
Stock issued for stock option exercises

(note 14) ... oot 30— 3 11,984 — — — - 11,990
Repurchase of common stock (note 13)....... — — — — — — (127,890) —  (127,890)
Stock-based compensation (note 3) .......... - = — 20,382 — — — — 20,382

Balance at December 31,2004 ................ $1,685 $73  $1,758 86,999,877 $(1,652,430) § 14,010  $(127,890)$ — $5,237,083

The accompanying notes are an-integral part of these consolidated financial statements
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CONSOLIDATED STATETMENT OF STOCKHOLDERS’ EQUITY — (Continued)
‘\

.6 K Additional Accumulated other Treasury Total
-~ Common stoc Paid-In  Accumulated  comprehensive Deferred  stock, at  stockholders’
Series A Series B Series C  Capital deficit earnings (loss), compensation cost equity
| as adjusted as adjusted
(note 22) (note 22)
amounts in thousands
Balance at January 1,2005 ............. ..., $1,685 $73  $1,758 $6,999,877 $(1,652,430)  § 14,010 $ —  $(127,890) $5,237,083
Netloss ...oooennnn. e = = — —  (80,097) — —~ = (80,097)
Other comprehensive loss, net of tax (note 19) - — — -~ (276,899) — —  (276,899)
Adjustment due to issuance of stock by J.COM . T :

(MOte S) v —_ = — 120672 — — — — 120672
Adjustment due to issuance of stock by Telenet o e ‘ )

(note 6) ....... ... e T — 38,371 — — - - 38,371
Cancellation of treasury stock ............... 30) — (30) (127,830) — — - 127,890 -
Issuance of restricted stock ................. 4 — 4 16,702 — — (16,710) . —
Shares issued in LGI Combination, net of :

issuance costs (note 5) ............. ..l 657  — 657 2,875,971 — — — (90,594) 2,786,691
Minority interest in deficit of Austar at | : Co

acquisition date (note 5) .. ............... — — — (52,424) — — — — (52,424)
Stock issued (acquired) in connection with _

equity incentive and 401 (K) plans ......... 7‘ — 9 - 28356 — — — (89) 28,283
Repurchase of common stock ............... —1 — — o= — - —~ (78,893)  (78,893)
Stock-based compensation, net of taxes i '

(mote 3) oo —\ — — 5,798 — — 1,118 —_ 6,916
Reclassification of SARs obligation (note 13).. —  — — 50,264 - — — — — 50,264
Net cash received in connection with structured | St

stock repurchase instruments (note 13) .. ... - - — 613 — — — — 613
Tax benefits allocated from Liberty Media |

Corporation pursuant to Tax Sharing |

Agreement (note 12) ... ...l —_ = — 26,671 — - — — 26,671
Adjustments due to other changes in subsidiary - ‘

equity, net of taxes .......... ... ... .. e — 9,195 .= o= _ — 9,195

Balance at December 31,2005 ................ $2,323)  $73 © $2,398 $9,992,236 $(1,732,527)  §(262,889) . $(15,592).

$(169,576) $7,816,446

The accompanying notes arc} an integral part of these consolidated financial statements
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-CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,
2005 2004 2003

as adjusted
(note 22)
amounts in thousands

Cash flows from operating activities:

Net earnings (1088) ... ..o, $ (80,097) §$ (21,481) $ 20,889
Net loss (earnings) from discontinued operations ............ (3,494) 7,772 —
Net earnings (loss) from continuing operations.............. (83,591) (13,709) 20,889

Adjustments to reconcile earnings (loss) from continuing
operations to net cash provided by operating activities:

Stock-based compensation exXpense ...................... 59,231 142,676 4,088
Depreciation and amortization .....................o.... 1,454,863 915,748 15,114
Impairment of long-lived assets ......................... 8,320 69,353 —
"Restructuring and other charges (credits) ................ - (2,753) 28,901 —
Amortization of deferred financing costs and non-cash

1023 (=] P 103,800 40,218 117
Share of losses (earnings) of affiliates, net................ 22,949 (38,710) (13,739)
Realized and unrealized losses (gains) on derivative ‘ ‘

instruments, Net .. ...ttt e e (309,973) 35,775 (12,762)
Foreign currency transaction losses (gains), net ........... 209,400 (117,514) (5,412)
Gain on exchange of investment securities ................ — (178,818) —
Other-than-temporary declines in fair values of investments 3,403 18,542 6,884
Losses (gains) on extinguishment of debt ................ 33,700 (27,977) —
Gains on disposition of investments, net .................. (115,169) (43,714) (3,759)
Deferred income tax expense (benefit) ................... (74,740) (80,500) 42,278
Minority interests in earnings (losses) of subsidiaries ....... 104,535 (163,724) 24
Non-cash recognition.of deferred revenue......... S (30,298) — —
Non-cash charges (credits) from Liberty Media Corporation — 15,490 (3,901)
Other non-cash items .................. ... ... ... ..., 4,152 — {1,750)

Changes in operating assets and liabilities, net of the effects
of acquisitions and dispositions:

Receivables and other operating assets ................. 60,409 (61,426) 9,653
Payables and accruals .............. ... o 77,886 167,840 (1,728)
Net cash provided by operating activities of discontinued

OPETALIONS . .o\t eeee e et e e e eaaness 49,978 34,857 —
Net cash provided by operating activities ............... 1,576,102 743,308 55,996

The accompanying notes are an integral part of these consolidated financial statements
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CONSOLIDATED STATEMENTS OF CASH FLOWS — (Continued)

Cash flows from investing activities:
Cash paid in connection with LGI C‘ombination ..................
Cash paid in connection with acquisitions, net of cash acquired. ... ..
Cash paid for acquisition to be rcfuri‘ded byseller ................ B
Return of cash previously paid into escrow in connection with 2004
acqmsmon................i..li .................. PP
Investments in and loans to aﬂiliatesi and others................ ...
Proceeds received upon repayment of principal amounts loaned to
affiliates ............. ... ..., i ............................
Proceeds received upon repayment of debt securities...............
Purchases of short-term liquid mvestments .................... o
Proceeds received from sale of short-term liquid investments........
Capital expended for property and c‘quipmcnt .....................
Net cash received (paid) to purchase or settle derivative instruments
Proceeds received upon dispositions iof assets .....................
Deposits received in connection with pending asset sales ...........
"Change inrestricted cash. .. ...... ... ... .
Other investing activities, net .....J........ ... ... . L.
‘Net cash used by investing activit};ies of discontinued operations. . ..
Net cash-used by investing activii?ies ..........................

Cash flows from financing activities:
Borrowings of debt ............. ... S P
~Repayments of debt and capital lca§c obligations........ b
Net proceeds received from rights offering . .............. ... ...
Proceeds from issuance of stock by i{submdianes ...................
Change in cash collateral..... ... ‘i ..............................
Contributions from Liberty Media Corporation ...................
Treasury stock purchase......... H .............................
Payment of deferred-financing COSES v e et
Other financing activities, net . ...:i....... EP P e
Net cash used by financing activities of discontinued operations ... ..

Net cash provided by financing activities. . .....................
Effect of exchange rateson cash)............ P N

Net increase (decrease) in cash and cash equivalents:
Continuing operations. .. ... PN
Discontinued operations .....0.... ... . 0 i

Net increase (decrease) in cash and cash equivalents..........
Cash and cash equivalents: ’ v ‘
Beginning of period ....... ... o

"End of period ............ o ‘

‘Cash paid for interest...... e

Net cash paid for taxes .....|. .. e i

The accompanying notes are an integral part of these consolidated financial statements
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Year Ended December 31,

8

2005 2004 2003
as adjusted
(note 22)
amounts in thousands

(703,535) — —
(3,584,442) (509,696): -
- (52,128) —
56,883 — —
(133,749) (256,959)  (494,193)
— 535,074 —
— 115,592 —
(55,103) (293,734) —
101,489 246,981 —_
(1,194,993) (487,617) (22,869)
82,414 (158,949) 19,580
464,501 315,792 8,230
—_ 80,264 —
24,734 (27,335) —
29,343 (13,732) (16,042)
(22,249) (19,833) =
$(4,934,707) § (526,280) $(505,294)
$ 6,968,835 § 2,301,211 $§ 41,700
(5,413,584)  (1,857,184) (22,954)
— 735,661 —
873,554 488,437 —
(57,209) 41,700 (41,700)
— 704,250 478,799
(78,893) (127,890) —
(101,293) (65,951) —
7,876 12,351 —
(7,444) (M —
2,191,842 2,232,578 455,845
(160,152) 66,756 614
(1,347,200) 2,501,345 7,161
20,285 15,017 —
(1,326,915) 2,516,362 7,161
2,529,115 12,753 5,592
1,202,200  $ 2,529,115 $ 12,753
$ 286,656 $ 280815 § 932
$ 35565 § 4264 $ 4,651




LIBERTY. GLOBAL, INC.
(See note 1)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2005, 2004 and 2003

(1) Basis of Presentation

Liberty Global, Inc. (L.GI) was formed on January 13, 2005, for the purpose of effecting the combination of
Liberty Media International, Inc. (LMI) and UnitedGlobalCom, Inc. (UGC). LMI is the predecessor to
LGI and was formed on March 16, 2004, in contemplation of the spin off of certain international cable
television and programming subsidiaries and assets of Liberty Media Corporation (Liberty Media), including
a majority interest in UGC, an international broadband communications provider. We refer to these assets and
subsidiaries of Liberty Media prior to June 2004 collectively as LMC International. On June 7, 2004, Liberty
Media distributed to its stockholders, on a pro rata basis, all of the outstanding shares of LMUI’s common
stock and LMI became an independent, publicly traded company. In the following text, the terms “we”,

“our our company”, and ‘“us” may refer, as the context requires, to LGI and its predecessors and
sub51d1anes. , ‘

On June 15, 2005, we completed certain mergers whereby LGI acquired all of the capital stock of UGC that
LMI did not already own and LMI and UGC each became wholly owned subsidiaries of LGI (the
LGI Combination). As LMI is the predecessor to LGI, the historical financial statements of LMI and- its
predecessor became the historical financial statements of LGI upon consummation of the LGI Combination.
Unless the context otherwise indicates, we present pre-LGI Combination references ‘to shares of LMI com-
mon stock or UGC common stock in terms of the number of shares of LGI common stock issued in exchange
for such LMI or UGC shares in the LGI Combination.

On September 6, 2005, LGI effected a stock split in the form of a stock dividend (the Stock Dividend) of
LGI Series C common stock to holders of record of LGI Series A and LGl Series B common stock as of
5:00 p.m., New York City time, on August 26, 2005, which was the record date for the Stock Dividend (the
Record Date). In the Stock Dividend, holders received one share of LGI Series C common stock for each
share of LGI-Series A common stock, and one share of LGI Series C common stock for each share of
LGI Series B common stock, held of record as of the Record Date. Unless otherwise indicated, all LGI share
and per share amounts presented herein have been retroactively adjusted to give effect to the Stock Dividend,
notwithstanding the fact that no shares of LGI Series C common stock were issued and outstandlng prior to
September 6, 2005. :

LGI is an international broadband communications provider of video, voice and Internet access services, with
consolidated broadband operations in 19 countries (excluding Norway) outside of the continental United
States at December 31, 2005, primarily in Europe, Japan and Chile. Through our indirect wholly owned
subsidiaries UPC Holding B.V.-(UPC Holding) and Liberty Global Switzerland, Inc., formerly United ACM
Holdings, Inc. (LG Switzerland), (collectively, Europe Broadband), we provide video, voice and Internet
access services in 13 European countries. LG Switzerland holds our 100% ownership interest in Cablecom
Holdings AG (Cablecom), a broadband communications operdtor in Switzerland. Through our indirect
controlling ownership interest in Jupiter Telecommunications Co., Ltd. (J:COM), we provide video, voice and
Internet access services in Japan. Through our indirect 80%-owned subsidiary VIR GlobalCom, S.A. (VTR),
we provide video, voice and Internet access services in Chile. We also have (i) consolidated direct-to-home
(DTH) satellite operations in Australia, (ii) consolidated broadband communications operations in Puerto
Rico, Brazil and Peru, (iii) non-controlling interests in broadband communications companies in Europe and
Japan,. (iv) consolidated interests in certain programming businesses in Europe and Argentina, and (v) non-
controlling interests in certain programming businesses in Europe, Japan, Australia and the Americas. Our
consolidated programming interests in Europe are primarily held through chellomedia B.V. (chellomedia),
which also provides telecommunications and interactive digital services and owns or manages investments in
various businesses in Europe. Certain of chellomedia’s subsidiaries and affiliates prov1de programming and
other services to Europe Broadband.
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NOTES TO CO"NSOLIDATED FINANCIAL STATEMENTS
December, 31, 2005, 2004 and 2003 — (Continued)

On December 19, 2005 we reached anj agreement to sell 100% of our Norwegian cable business, UPC Norge
AS (UPC Norway). On January 19, 2006 we sold UPC Norway for cash proceeds of approximately
€448 million ($542 million at the trcnsactlon date). We have presented UPC Norway as a discontinued
operation in our consolidated ﬁnan01al statements. See note 5.

As further discussed in note 22, we have retrospectively adjusted our consolidated financial statements to
apply the concepts set forth in Ernergmg Issues Task Force (EITF) Issue No. 05-08, Income Tax
Consequences of Issuing Convertible ert with a Beneficial Conversion Feature (EITF 05-08) to our income
tax accounting for the UGC ConvernFle Notes (see note 10) that were issued in Apr11 2004.

Unless otherwise indicated, conveniende translatlons into U.S. dollars are calculated as of December 31, 2005.

(2) Spin Off Transaction and Rights Offering

Spin Off Transaction

On June 7, 2004 (the Spin Off Dateﬁ), our common stock was distributed on a pro rata basis to Liberty
Media’s shareholders as a dividend in [connection with a spin off transaction. In connection with the spin off,
holders of Liberty Media common stock on June 1, 2004 (the Record Date) received in the aggregate
139,921,145 shares of LMI Series A common stock and 139,921,145 shares of LMI Series C common stock
for their shares of Liberty Media Sene‘s A common stock owned on the Record Date and 6,053,173 shares of
LMI Series B common stock and 6, 053 173 shares of LMI Series C common stock for their shares of Liberty
Media Series B common stock owned on the Record Date. The number of shares of LMI common stock
distributed in the spin off was based. o :1 n a ratio of .05 of a share of LMI common stock for each share of

Liberty Media common stock. The spin off was intended to quahfy as-a tax- free spln off.

IV

In addition to the contributed sub51d1%nes and net assets that comprised our company at the time of the spin
off, Liberty Media also contributed celrtaln other assets and hablhtles to our company in connection with the
spin off, as set forth in the following table (amounts in thousands):

Cash and cash equivalents . . ... ERAREERERE R R e $ 50,000
Available-for-sale securities . ... 1. . ... [, e s 561,130
Net deferred tax liability ...... | e e e (253,163)
Other net liabilities . .......... ! P S (2,407)
| § 355,560

The contributed available-for-sale securities included 5,000,000 American Depositary Shares (ADSs) for
preferred limited voting ordinary shares of The News Corporation Limited '(News Corp.) and a 99.9%
economic interest in 345,000 shares of IABC Family Worldwide, Inc. (ABC Family) Series A preferred stock.
Liberty Media also contributed a variable forward transaction with respect to the News Corp. ADSs. During
the fourth quarter of 2004, the 5,000,000 News Corp. ADSs were converted into 10,000,000 shares of News
Corp.’s Class A non-voting common dtock (News Corp. Class A common stock) pursuant to News Corp.’s
reincorporation from Australia to the| United States. All of the following references to News Corp. shares
herein give effect to such conversion. lfor financial reporting purposes, the contribution of the cash, available-
for-sale securities, related deferred tax| liability and other net hablhtles is deemed to have occurred on June 1,
2004.

All of the net assets contributed to our company by leerty Medla in connectlon w1th the spm off have been
recorded at Liberty Media’s historicall cost. . :
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As a result of the spin off, we operate independently from Liberty Media, and neither we nor Liberty Media
have any stock ownership, beneficial or otherwise, in the other. In connection with the spin off, we and
Liberty Media entered into certain agreements in order to govern certain of the ongoing relationships between
Liberty Media and our company after the spin off and to provide for an orderly transition. These agreements
include a Reorganization Agreement, a Facilities and Services Agreement and a Tax Sharing Agreement. In
addition, Liberty Media and our company entered into a Short-Term Credit Facility that has since been
terminated.

The Reorganization Agreement provides for, among other things, the principal corporate transactions required
to effect the spin off, the issuance of LMI stock options upon adjustment of certain Liberty Media stock
incentive awards and the allocation of responsibility for LMI and Liberty Media stock incentive awards, cross
indemnities and other matters. Such cross indemnities are designed to make (i) our company responsible for
all liabilities related to the businesses of our company prior to the spin off, as well as for all liabilities incurred
by our company following the spin off, and (ii) Liberty Media responsible for all of our potential liabilities that
are not related to our businesses, including, for example, liabilities arising as a result of our company having
been a subsidiary of Liberty Media.

The Facilities ‘and Services Agreement and the Short-Term Credit Facility, are described in note 15, and the
Tax Sharing Agreement is described in note 12.

Rights Offering

On July 26, 2004, we commenced a rights offering (the LMI Rights Offering) whereby holders of record of
LMI common stock on that date received 0.20 transferable subscription rights for each share of LMI common
stock held. Each whole right to purchase LMI Series A common stock entitled the holder to purchase one
share of LMI Series A common stock and one share of LMI Series C common stock at a combined
subscription price of $25.00. Each whole right to purchase LMI Series B common stock entitled the holder to
purchase one share of LMI Series B common stock and one share of LMI Series C common stock at a
combined subscription price of $27.50. Each whole right entitled the holder to subscribe, at the same
applicable subscription price pursuant to an oversubscription privilege, for additional shares of the applicable
series of LMI common stock, subject to proration. The LMI Rights Offering expired in accordance with its
terms on August 23, 2004. Pursuant to the terms of the LMI Rights Offering, we issued 28,245,000 shares of
LMI Series A common stock, 1,211,157 shares of LMI Series B common stock and 29,456,157 shares of LMI
Series C common stock in exchange for aggregate cash proceeds of $739,432,000, before deducting related
offering costs of $3,771,000.

(3) Summary of Significant Accounting Policies

Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
U.S. (GAAP) requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses
during the reporting period. Estimates and assumptions are used in accounting for, among other things, the
valuation of acquisition-related assets and liabilities, allowances for uncollectible accounts, deferred income
taxes and related valuation allowances, loss contingencies, fair values of financial and derivative instruments,
fair values of long-lived assets and any related impairments, capitalization of internal costs associated with
construction and installation activities, useful lives of long-lived assets, actuarial liabilities associated with
certain benefit plans and stock compensation. Actual results could differ from those estimates.
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|
|

NOTES TO CO
December

Reclassifications

Certain prior year amounts have been|reclassified to conform to the current year presentation.

Principles of Consolidation

The accompanying consolidated financial statements include our accounts and the accounts of all voting
interest entities where we exercise a col‘{ntrolling financial interest through the ownership of a direct or indirect
majority voting interest and variable interest entities for which our company is the primary beneficiary. All
significant intercompany accounts and” transactions have been eliminated in consolidation.

rf

Cash and Cash Equivalents and Re.l"vtricted Cash

Cash equivalents consist of all investments that are readily convertible into cash and have maturities of three
months or less at the time of acquisition.

Restricted cash includes cash held in escrow and cash held as collateral for lines of credit and other
compensating balances. Cash restriCtej‘d to a specific use is classified based on the expected timing of such
disbursement. At December 31, 2005 and 2004, our restricted cash balances aggregated $86,287,000 and

$43,640,000, respectively. The curre
respectively is included in other curre

Our significant non-cash investing an

nt portion of our restricted cash of $56,847,000 and $43,640,000,
nt assets in our consolidated balance sheets.

d financing activities are disclosed in our statements of stockholders’

equity and in notes 5, 6, 9 and 13. - \

Receivables

Receivables are reflected net of an all‘awance for doubtful accounts. Such allowance aggregated $73,641,000
and $61,390,000 at December 31, 2005 and 2004, respectively. The allowance for doubtful accounts is based
upon our assessment of probable loss related to uncollectible accounts receivable. We use a number of factors
in determining the allowance, including, among other things, collection trends, prevailing and anticipated
economic conditions and specific customer credit risk. The allowance is maintained until either receipt of
payment or collection of the account is no longer being pursued.

|

Concentration of credit risk with respect to trade receivables is limited due to the large number of customers
and their dispersion across many diffc‘?rent countries worldwide. We also manage this risk by disconnecting
services to customers who are delinquent.

Investments

All debt and marketable equity seculr“ities held by our company that do not provide our company with the
ability to exercise significant influence over the investee are classified as available-for-sale and are carried at
fair value. Unrealized holding gains and losses on securities that are classified as available-for-sale are carried
net of taxes as a component of accumulated other comprehensive earnings (loss) in stockholders’ equity.
Realized gains and losses are determir};ed on an average cost basis. Other investments in which our ownership
interest is less than 20% and that are not considered marketable securities are carried at cost, subject to other-

than-temporary impairment, Securitic%s transactions are recorded on the trade date.

For those investments in affiliates in which we have the ability to exercise significant influence, the equity
method of accounting is used. Generally, we exercise significant influence through a voting interest between
20% and 50% and/or board representation and management authority. Under the equity method, the

: . L. . .
investment, originally recorded at cost, is adjusted to recognize our share of net earnings or losses of the
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affiliates as they occur rather than as dividends or other distributions are received, limited to the extent of our
investment in, and advances and commitments to, the investee. In situations where our investment in the
common stock of an affiliate is reduced to zero as a result of the prior recognition of the affiliate’s net losses,
and we hold investments in other more senior securities of the affiliate, we continue to record losses from the
affiliate to the extent of these additional investments. The amount of additional losses recorded would be
determined based on changes in the hypothetical amount of proceeds that would be received by us if the
affiliate were to experience a liquidation of its assets at their current book values. In accordance with
Statement of* Financial Accounting Standards (SFAS) No. 142, Goodwill and Other Intangible Assets
(SFAS 142), the portion of the difference between our investment and our share of the net assets of the
investee that represents goodwill (equity method goodwill) is not amortized, but continues to be considered
for impairment under Accounting Principles Board Opinion No. 18 (APB 18). Our share of net earnings or
losses of affiliates also includes any other-than-temporary declines in fair value recognized during the period.

Changes in our proportionate share of the underlying equity of a subsidiary or equity method investee,
including those which result from the issuance of additional equity securities by such subsidiary or equity
investee, are recognized as increases or decreases to additional paid-in capital.

We continually review our investments to determine whether a decline in fair value below the cost basis is
other-than-temporary. The primary factors we consider in our determination are the length of time that the
fair value of the investment is below our company’s carrying value and the financial condition, operating
performance and near term prospects of the investee. In addition, we consider the reason for the decline in fair
value, be it general market conditions, industry specific or investee specific changes in stock price or valuation
subsequent to the balance sheet date; and our intent and ability to hold the investment for a period of time
sufficient to allow for a recovery in fair value. If the decline in fair value is deemed to be other-than-
temporary, the cost basis of the security is written down to fair value. In situations where the fair value of an
investment is not evident due to a lack of a public market price or other factors, we use our best estimates and
assumptions to arrive at the estimated fair value of such investment. Writedowns for cost investments and
available-for-sale securities are included in the consolidated statements of operations as other-than-temporary
declines in fair values of investments. Writedowns for equity method investments are included in share of
earnings (losses) of affiliates.

We do not control the decision making process or business management practices of our equity affiliates.
Accordingly, we rely on management of these entities to provide us with accurate financial information
prepared in accordance with GAAP. We are not aware, however, of any errors in or possible misstatements of
the financial information provided by these entities that would have a material effect on our consolidated
financial statements. For information concerning these entities, see note 6.

Financial Instruments

The carrying value of cash and cash equivalents, restricted cash, short-term liquid investments, receivables,
trade and other receivables, other current assets, accounts payable, accrued liabilities, subscriber advance
payments and deposits and other current liabilities approximate fair value, due to their short maturity. The fair
values of equity securities are based upon quoted market prices, to the extent available, at the reportmg date.
See note 10 for 1nformat10n concerning the fair value of our debt instruments.

Derivative Instruments

As further described in note 8, we have entered into various derivative instrument contracts, including interest
rate and foreign currency derivative instruments. In accordance. with SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities (SFAS 133), all derivatives, whether designated in hedging
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relationships or not, are- required to. bejf recorded on. the balance sheet at fair vatue. If the derivative is
designated as a fair value hedge, the cﬂhanges in the fair value of the derivative and of the hedged item
attributable to the hedged risk are recognized in earnings. If the derivative is designated as a cash flow hedge,
the effective portions of changes in the fair value of the derivative are recorded in other comprehensive
earnings (loss). Ineffective portions of changcs in the fair value of cash flow hedges are recognized in earnings.
If the derivative is not designated as aj ‘hedge, changes in the fair value of the derivative are recognized in
earnings. With the exception of J: COM’S interest rate swaps in 2005, none of the derivative instruments that
were in effect during the three years ended December 31, 2005 were designated as hedges :
J 4
Property and Equz'pment {f

Property and equipment is stated at cost less accumulated depreciation. In accordance with SFAS No. 51,

Financial Reporting by Cable T elevzsﬁ()n Companies; we capitalize costs associated with the construction of
new cable transmission and dlstnbut‘mn facilities and the installation of new cable services. Capitalized
construction and installation costs include materials, labor and applicable overhead costs. Installation activities
that are capitalized include (i) the ini“t‘ial connection- (or drop) from our cable system to a customer location,
(i) the replacement of a drop,.and (1ii) the installation of equipment for additional services, such as digital
cable, telephone or broadband Internet service. The costs of other customer-facing activities such as
reconnecting customer locations where a drop already exists, disconnecting customer locations and repairing
or maintaining drops, are expensed as incurred. Interest capltahzed with respect to construction activities was
not material during 2005, 2004 and 2003

Depreciation is computed using the s;tralght line method over estimated useful hves of 2 to 25 years for cable
distribution systems, 20 to 40 years fqr buildings and 3 to 15 years for support equipment. The useful lives used
to depreciate cable distribution syste{}ms are assessed periodically and are adjusted when warranted. The useful
lives of systems that are undergoing a rebuild are adjusted such that property and equipment to be retired will
be fully depreciated by the time the rebuild i is completed.

Additions, replacements and improvements that extend the asset life are cap1tahzed Repairs and maintenance
are charged'to operations. - ! . : .

Pursuant to SFAS No. 143, Accomrmng for Asset Retirement Oblzgatzons as interpreted by FASB Interpreta-
tion No. 47, we recognize a hablhty for asset retirement obhgatlons in the period in which it is incurred if
sufficient information is available t9 make a reasonable estimate of fair values. In addition, we recognize asset
retirement obligations that arise f’rom the European Union Directive on Waste Electrical and Electronic
Equipment (WEEE Directive) pl}rsuant to FASB Staff Position No. 143-1. The WEEE Directive creates
certain legal obligations to disposeof electrical and electronic equipment, which incorporates equipment used
in our European operations. The majonty of our obhganon aunder the WEEE Dlrecnve 1s related to customer

premise equipment.. , :

Asset retirement obligations arise from rights of way that we obtain from local mun101paht1es or other relevant
authorities. Under certain c1rcums‘tances the authority can cause us to have to remove our network, such as if
we discontinue using the equ1pment or the authority does not renew our access rights. We expect to maintain
our rights of way for the foreseeatfle future as these rights are necessary to remain a going concern. In addition,

the authorities have the mcentlvef to indefinitely renew our rights of way and in our past experience, renewals
have always been granted. We also have obligations in lease agreements to restore the property to its original
condition or remove our propcrty at the end of the lease term. Sufficient information is not available to
estimate the fair value of our asset retirement obligations in certain of our lease arrangements. This is the case
in long-term lease arrangements in which the undetlying leased property is integral to our operations, there is
not an acceptable alternative to the leased property and we have a clear ability to indefinitely renew the lease

h
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Accordingly, for both rights of way and certain lease agreements, the possibility is remote that we will incur
significant removal costs in the foreseeable future, and as such we do not have sufficient information to make a
reasonable estimate of fair value for these asset retirement obligations.

As of December 31, 2005, the fair value of our asset retirement obligations was $34,630,000.

I ntangzble Assets

Our primary 1ntang1blc assets are goodwill, customer relationships, cable television franchise nghts and trade
names. Goodwill represents the excess purchase price over the fair value of the identifiable net assets acquired
in a business combination. Cable television franchise rights, customer relationships, and trade names were
originally recorded at their fair values in connection with business combinations.

Pursuant to SFAS 142, goodwill. and intangible assets with indefinite useful lives are not amortized, but
instead are tested for impairment at least annually in accordance with the provisions of SFAS 142. SFAS 142
also provides that equity method goodwill is not amortized, but continues to be considered for impairment
under APB 18. Pursuant to SFAS 142, intangible assets with estimable useful lives are amortized over their
respective estimated useful lives to their estimated residual values, and reviewed for impairment in accordance
with SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets (SFAS 144).

We do not amortize our franchise rights and certain trade néme intangible assets as we have concluded that
these assets are indefinite-lived assets. Our customeér relationship intangible asscts are amortized on a straight
line basis over estimated useful lives ranging from 4 to 10 years.

Impairment of Long-Lived Assets

SFAS 144 requires that we periodically review the carrying amounts of our property and equipment and our
intangible assets (other than goodwill and indefinite-lived intangible assets) to determine whether current
events or circumstances indicate that such carrying amounts may not be recoverable. If the carrying amount of
the asset is greater than the expected undiscounted cash flows to be generated by such asset, an impairment
adjustment is recognized. Such adjustment is measured by the amount that the carrying value of such assets
exceeds their fair value. We generally measure fair value by considering sale prices for similar assets or by
discounting estimated future cash flows using an appropriate discount rate. For purposes of impairment
testing, long-lived assets are grouped at the lowest level for which cash flows are largely independent of other
assets and liabilities. Assets to be disposed of are carried at the lower of their financial statement carrying
amount or fair value less costs to sell.

Pursuant to SFAS 142, we evaluate the goodwill, franchise rights and other indefinite-lived intangible assets
for impairment at least annually on October 1 and whenever other facts and circumstances indicate that the
carrying amounts of goodwill and indefinite-lived intangible assets may not be recoverable. For purposes of the
goodwill evaluation, we compare the fair value of each of our reporting units to their respective carrying
amounts. If the carrying value of a reporting unit were to exceed its fair value, we would then compare the
implied fair value of the reporting unit’s goodwill to its carrying amount, and any excess of the carrying
amount over the fair value would be charged to operations as an impairment loss. Any excess of the carrying
value over the fair value of indefinite-lived intangible assets is charged to operations as an impairment loss.

Income Taxes

Income taxes are accounted for under the asset and- liability method. We recognize deferred tax assets and
liabilities for the future tax consequences attributable to differences between the financial statement carrying
amounts and income tax basis of assets and liabilities and the expected benefits of utilizing net operating loss
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and tax credit carryforwards, using enacted tax rates in effect for each taxing jurisdiction in which we operate
for the year in which those temporary differences are expected to be recovered or settled. Net deferred tax
assets are then reduced by a valuation allowance if we believe it more- likely-than-not such net deferred tax
assets will not be realized. Most of our valuation allowances at December 31, 2005 are related to deferred tax
assets acquired in purchase method bugxness combinations. Any future release of the valuation allowance
against these deferred tax assets will res1”11t in a corresponding reduction of goodwill. The effect on deferred tax
assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment
date. Deferred tax liabilities related to investments in foreign subsidiaries and foreign corporate joint ventures
that are essentially permanent in duration are not recognized until it becomes apparent that such amounts will
reverse in the foreseeable future. / :

Defined benefit plans

Our indirect subsidiary, Cablecom, maintains. various pension plans for its employees. Cablecom’s plans
represent a benefit for its employees ar‘}d a cost to Cablecom. The plans are treated as defined benefit pension
plans. In accordance with SFAS No. 87, Employers’ Accounting for Pensions, certain assumptions and
estimates must be made in order to determine the costs and future benefit that will be associated with these
plans. These assumptions include the‘.:[ estimated long-term rate of return to be earned by plan assets, the
estimated discount rate used to value the projected benefit obligations and estimated wage increases. We use a
model portfolio of high quality bonds whose expected rate of return is estimated to match the plan’s expected
cash flows as a basis to determine themost appropriate discount rate. For the long-term rate of return, we use
a model portfolio based on Cableconi’s targeted asset allocation.

Foreign Currency Translation and J/T ransactions

The functional currency of our cornpN'Llny is the U.S. dollar. The functional currency of our foreign operations
generally is the applicable local currency for each foreign subsidiary and equity method investee. Assets and
liabilities of foreign subsidiaries (mcludmg intercompany balances for which settlement is not anticipated in
the foreseeable future) and equity investees are translated at the spot rate in effect at the applicable reporting
date, and the consolidated statements of operations and our company’s share of the results of operations of our
equity affiliates generally are translated at the average exchange rates in effect during the applicable period.
The resulting unrealized cumulatlvq’ translation adjustment, net of applicable income taxes, is recorded as a
componcnt of accumulated other comprehensive earnings (loss) in the consolidated statement of stockhold-
ers’ equity. Cash flows from our operatlons in foreign countries are translated at actual exchange rates when
known, or at the average rate for the period. The effect of exchange rates on cash balances held in foreign

If
currencies are reported as a separate line item below cash flows from financing activities.

Transactions denominated in cuneAcxes other than our or our subsidiaries’ functional currencies are recorded
based on exchange rates at the time such transactions arise. Subsequent changes in exchange rates result in
transaction gains and losses which lare reflected in the statements of operations as unrealized (based on the
applicable period end translation) }'or realized upon settlement of the transactions.

Revenue Recognition

Cable Network Revenue. We reg{ognize revenue from the provision of video, telephone and Internet access
services over our cable network to customers in the period the related services are provided. Installation
revenue {including reconnect fees) related to these services over our cable network is recognized as revenue in

the period in which the mstallauorux occurs to the extent these fees are equal to or less than direct selling costs,
which costs are expensed as incurred. To the extent installation revenue exceeds direct selling costs, the excess
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revenue is deferred and amortized over the average expected subscriber life. Costs related to reconnections
and disconnections are recognized in the consolidated statement of operations as incurred.

Other Revenue. We recogmze revenue from the provision of direct-to-home satellite services, or DTH,
telephone and data services to customers outside of our cable network in the period the related services are
provided. Installation revenue (including reconnect fees) related to these services outside of our cable network
is deferred and amortized over the average expected subscriber life.. Costs related to reconnections and
disconnectjons are recognized in the statement of operations as incurred.

Promotional Discounts. For subscriber promotions, such as discounted or free services during an introduc-
tory period, revenue is recorded at the discounted monthly rate, if any, charged to the subscriber.

Subscriber Advance Payments and Deposits. Payments received in advance for distribution services are
deferred and recognized as revenue when the associated services are provided. Deposits are recorded as a
liability upon receipt and refunded to the subscriber upon disconnection.

Stock Based Compensation
Adjustments. to Stock Awards

As a result of the LMI Rights Offering, the exercise price for LMI stack options outstanding at the time of the
LMI Rights Offering was reduced by multiplying the exercise price by 94%, and the number of options
outstanding was increased by dividing the number of the then outstanding LMI stock options by 94%.

In connection with the LGI Combination, (i) all then outstanding options to purchase LMI common stock
and restricted stock under LGI’s various incentive plans were converted, at a 1:1 ratio, into options to purchase
LGI common stock and restricted LGI stock of the corresponding series, and (ii) all then outstanding options
to purchase UGC common stock, restricted stock and stock appreciation rights (SARs) under UGC’s various
incentive plans were converted at a ratio of 0.2155 of a share of LGI Series A common stock and 0.2155 of a
share of LGI Series C common stock for each share of UGC common stock, with a correspondmg COnversion
adjustment to the exercise or base price. :

In connection with the Stock Dividend, (i) each then Qﬁtstanding stock option, share of restricted stock and
SARs under LGI’s various incentive plans (collectively referred to as stock awards) with respect to LGI
Series A common stock was converted into one corresponding stock award with respect to. LGI Series A
common stock and one corresponding stock award with respect to LGI Series C common stock, (ii) each then
outstanding stock award with respect to LGI Series B common stock was converted into one corresponding
stock award with respect to LGI Series B common stock and one corresponding stock award with respect to
LGI Series C common stock, and (iii) the exercise and base prices for the converted stock options and SARs
were adjusted proportionately based on market price information for the LGI Series A common stock, LGI
Series B common stock and LGI Series C common stock on September 7, 2003, the first day of regular way
trading for the LGI Series C common stock. As a result of these adjustments, 51.37% and 48.63% of the
exercise prices for the former options to purchase LGI Series A common stock were allocated to the exercise
prices for the converted options to purchase LGI Series A common stock and LGI Series C common stock,
respectively, and (ii) 52.401% and 47.599% of the exercise prices for the former options to: purchase
LGI Series B common stock were allocated to the exercise prices for the converted options to purchase
LGI Series B common stock and LGI Series C common stock, respectively,

All references herein to the number and terms of outstanding LGI stock options, SARs and restricted stock
reflect the modifications that were made in connection with the LMI Rights Offering, the LGI Combmatlon
and the Stock Dividend. .
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Fair Value Method J

We account for stock-based compensanon awards to non—employees and employees of non-consolidated
affiliated companies using the fair valuc/ method. Under this method, the fair value of the stock based award is
determined using the Black-Scholes op(tlon pricing model and is remeasured each period until a commltment
date is reached, which is generally the vestmg date. Only J:COM had such non-employee awards outstandmg
during any of the periods presented. Jj}COM has calculated the fair value of its non-employee stock-based
awards using the Black-Scholes optlo%-pnc1ng model with the following assumptions: no dividends, volatility
of 40%, a risk-free rate of 1.5% and an expected life of five years.
. : [
Intrinsic Value Method f ‘

We account for our stock-based corﬁpensation awards to our employees using the intrinsic value method..
Generally, under the intrinsic -value{J method, (i) compensation expense for fixed-plan stock options is
recognized only if the estimated fair value of the underlying stock exceeds the exercise price on the
measurement date, in which case, compensation is recognized based on the percentage of options that are
vested until the options are exermsedf expire or are cancelled, and (ii) compensation expense for variable-plan
options.is recognized based upon the] percentage of the options that are vested and the difference between the
quoted market price or estimated fe!nr value of the underlying common stock and the exercise price of the
options at the balance sheet date, until the options are exercised, explre or are cancelled. We record stock-
based compensation expense for our|variable-plan options and SARs using the accelerated expense atiribution
method. We record compensation expense for restricted stock awards based on the quoted market pnce of our
stock at the date of grant and the vestmg period.

!

In connection with the spin off andirelated adjustments to Liberty Media’s stock incentive awards, optxons to
acquire LGI common stock wcrc/ issued to our and Liberty Media’s employees. Consistent with Liberty
Media’s accounting for the adjusted Liberty Media options and SARs prior to the spin off, we use variable-
plan accounting to account for all O»f such LGI stock options. We also use variable-plan accounting to account
for certain LGI stock optlons granted to then LMI employees and directors prior to the LMI Rights Oﬂ"ermg
We began to use variable plan accounting for these LGI options as a result of the modification of certain terms
of these options in connection with the LMI Rights Offering.

As a result of the modification of ' certain terms of UGC stock options in connection with UGC’s February
2004 rights offering, we began a“ccountmg for stock options granted by UGC prior to February 2004 as
variable-plan options. UGC stock options granted subsequent to February 2004 were accounted for as fixed-
plan options through the date of (the LGI Combination. Due to the modification of certain terms of the then
outstanding UGC stock optlons]m connection with the LGI Combination as described above, we began
accounting for the then remaining UGC fixed-plan options as variable-plan options. As a result of these
adjustments, most of the outstandmg LGI stock options at December 31, 2005 are accounted for as variable-

plan awards

The exercise price of employee stock options granted prior to the initial public oﬁenng (IPO) by J:COM on
March 23, 2005 was subject to adjustment depending on the IPO price. As such, J:COM uses variable-plan
accounting for such stock options. Prior to March 23, 20035, no compensation was recorded with respect to
these options.

As a result of the spin off and tnfhe related issuance of options to acquire LGI common stock, certain persons
who remained employees of Liberty Media immediately following the spin off hold options to purchase LGI
common stock and certain persons who are*our employees hold options, SARs and options with tandem SARs
with respect to Liberty Media common stock. Pursuant to the Reorganization Agreement between our
{ 11-73
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company and Liberty Media, we are responsible for all stock incentive awards related to LG1 common stock
and Liberty Media is responsible for all stock incentive awards related to Liberty Media common stock
regardless of whether such stock incentive awards are held by our or Liberty Media’s employees. Notwith-
standing the foregoing, our stock-based compensation expense is based on the stock incentive awards held by
our employees regardless of whether such awards relate to LGI or Liberty Media common stock. Accordingly,
any stock-based compensation that we include in our consolidated statements of operations with respect to
Liberty Media stock incentive awards is treated as a capital transaction that is reflected as an adjustment of
additional paid-in capital.

We also record stock-based compensation expense with respect to an LGI subsidiary stock plan pursuant to
which certain LGI officers have an indirect ownership interest in J:COM. The compensation recorded for this
plan is based on the fair value of the underlying J:COM stock.

As further described in note 5, we are recording stock-based compensation expense in connection with
restricted shares of LGI Series A common stock and LGI Series C common stock issued to, and certain Zone
Vision Networks Ltd. (Zone Vision) common stock held by, certain selling shareholders of Zone Vision. The
restricted shares of LGI Series A common stock and LGI Series C common stock were issued in exchange for
UGC Class A common stock in connection with the LGI Combination. The issuance of these and other
restricted shares of LGI Series A common stock and LGT Series C common stock in exchange for restricted
shares of UGC Class A common stock in connection with the LGI Combination resulted in the establishment
of a new measurement date as of June 15, 2005. «

See note 14 for additional information concerning our stock awards.

The following table illustrates the pro forma effect on net earnings (loss) and earnings (loss) per share as if we
had applied the fair value method to our outstanding stock-based awards that we have accounted for under the
intrinsic value method. As the accounting for restricted stock and SARs is the same under the intrinsic value
method and the fair value method, the pro forma adjustments included in the following table do not include
amounts related to our calculation of compensation expense related to restricted stock, SARs or to options
granted in tandem with SARs: '

Year Ended December 31,
2005 2004 2003
as adjusted
(note 22)

amounts in thousands,
except per share amounts

Earnings (loss) from continuing operations........................ $ (83,591) $(13,709) $20,889
Add stock-based compensation charges as determined undcr the ' '
intrinsic value method, net of taxes .............. ... ... 7,145 51,524 S
Deduct stock compensation charges as determined under the fair
value method, netof taxes. ....... .o (35,051)  (33,007) (4,252)
Pro forma earnings (loss) from continuing operations . . . RS PP $(111,497) $§ 4808 $16,637
Basic and diluted earnings (loss) from continuing operations per share: o ' -
AS TEPOTEEA .+ oo e e e ettt $  (020) $ (0.04) $ 0.07
Pro fOrma .. ...ooviviiriinrsannnaennnn, [P $§ (027) $ 001 $ 005

The fair value of options granted. under the LGI Incentive Plan, the LGI Directors Incentive Plan the
Transitional Plan, the UGC Director Plan, the UGC Equity Incentive Plan and the J:COM Plan has been
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estimated at the date of grant using the Black-Scholes single-option pricing model and the following weighted-

LGI Series A, LGI Series B and J:COM
LGI Series C common stock ordinary shares

average assumptions: /
‘}
// LGI/LMI Plans(a)  UGC Plans(b) J:COM Plan

2004 grants: .
Risk-free interest rate. .......... .,)/ .............. 4.09% 3.61% 1.48%
- Expected fife ... 6 years 6 years 5 years
. Expected volatility ............. Lo 25% 100% 40%
‘Expected dividend yield ......... ‘7 ............... 0% 0% 0%
2005 grants: : Il
Risk-free interest rate........ . / ............... 3.7% - 4.55% n/a nfa
Expectedlife......,...,.......f ........ e 4.5 years - 6 years n/a © n/a
Jf 25% ~ 31% n/a n/a

Expected volatility .......... .0 ..o L,
_ Expected dividend yield ... .. ... [ 0% n/a n/a
, |

(a) Includes the LGI Incentive Pl:{i’n, the LGI Directors Incentive Plan and the Transitional Plan.

‘(b) Includes the UGC Director Plé‘n and the UGC Equity Incentive Plan.

Earmngs (Loss) per Common Share

Basic earnings (loss) per common éhare is computed by d1v1dmg net earnings (loss) by the weighted average
number of commaon shares outstang}img for the period. Diluted earnings (loss) per common share presents the
dilutive effect, if any; on a per share basis of potential common shares (e.g. options and convertible securities)

as if they had been exercised or cpnverted at the beginning of the pericds presented.

In connection with the spin off, ljmolders of Liberty Media common stock on June 1, 2004 received in the
aggregate 139,921,145 shares of LGI Series A common stock and 6,053,143 shares of LGI Series B common

stock, and 145,974,288 shares of LGI Series C common stock.

The pro forma net earnings (Ioss)[ per share for the years ended December 31, 2004 and 2003 set forth in our
consolidated statements of operations was computed assuming that the shares issued in the spin off were
issued and outstanding since January 1, 2003. In addition, the weighted average share amounts for periods
prior to July 26, 2004, the date that certain subscription rights were distributed to stockholders pursuant to the
LMI Rights Offering, have been]/mcreased to give effect to the benefit derived by our stockholders as a result
of the distribution of such subscnp‘uon rights. The details of the calculatlons of our welghted average common

shares outstanding are set forth Ji /m the following table:
Year Ended December 31,

(/ . 2005 2004 2003

* Basic and diluted: /
 Weighted average common shares outstanding before :
416,026,877 317,194,444 291,948,636

adjustment .......... ] ....................... \
Adjustment for July 2004/LMI Rights Offering .. .. —  71,7767,008 13,732,968
416,026,877 324,961,452 305,681,604

Weighted average common shares, as adjusted . ....

0

. | :
* The weighted average sharejamounts for all periods assume that the shares of LMI common stock issued in
connection with the spin off were issued and outstanding since January 1, 2003.
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At December 31, 2005, the number of our. potential common shares that could dilute basic EPS in the future
was 53,662,053. For additional information, see note 13.

(4) Recent AccountiniPronOuncemehtS

SFAS No. 155

On February 16, 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial
Instruments, an Amendment of FASB Statements No. 133 and 140 (SFAS 155). SFAS 155 allows financial
instruments that have embedded derivatives that otherwise would require bifurcation from the host to be
accounted for as a whole, if the holder irrevocably elects to account for the whole instrument on a fair value
basis. Subsequent changes in the fair value of the instrument would be recognized in earnings. The standard
also (i) clarifies which interest-only strips and principal-only strips are not subject to the requirements of
SFAS No. 133; (ii) establishes a requirement to evaluate interests in securitized financial assets to determine
whether interests are freestanding derivatives or are hybrid financial instruments that contain an embedded
derivative requiring bifurcation; (iil) clarifies that concentrations of credit risk in the form of subordination are
not embedded derivatives; and (iv) eliminates the prohibition on a gqualifying special-purpose entity from
holding a derivative financial instrument that pertains to a beneficial .interest (that is itself a derivative
financial instrument). SFAS 155 is effective for all financial instruments acquired or issued after the beginning

of an entity’s first fiscal year that begins after September 15, 2006. Earlier adoption is permitted as of the
beginning of an entity’s fiscal year, provided the entity has not yet issued financial statements, including
financial statements for any interim period for that fiscal year. We are evaluating-whether we will elect the fair
value accounting allowed by SFAS 155 for the UGC Convertible Notes (see note 10). If we had applied the
fair value -accounting prescribed by SFAS 155 to the UGC Convertible Notes as of January 1, 2005, our pre-
tax loss for the year ended December 31, 2005 would have decreased by approximately $30 million.

SFAS No. Ié3 (R)

In December 2004, the FASB issued SFAS No. 123(R) (revised 2004), Share-Based Payment
(SFAS 123(R)). SFAS 123(R) requires all share-based payments to employees, including grants of
employee stock options, to be recognized in the financial statements based on their fair values, beginning with
the first interim or annual period after December 15, 2005, with early adoption encouraged. SFAS 123(R)
will require then outstanding options vesting after the date of initial adoption to be recogmzed as a charge to
operatlons over the remammg vesting penod '

We are required to adopt SFAS 123(R) beginning January 1, 2006. Under SFAS 123(R), we must determine
the appropriate fair value model to be used for valuing share-based payments, the amortization method for
compensation cost and the transition method to be used at the date of adoption. The transition alternatives
include modified prospective and modified retroactive adoption methods. Under the modified retroactive
method, prior periods may be restated either as of the. beginning of the year of adoption or for all periods
presented. The-modified prospective method requires that’ compensation expense be recorded for all unvested
stock options and share awards at the beginning of the first quarter of adoption of SFAS 123(R), while the
modified retroactive methods would record compensation expense for all unvested stock options and share
awards beginning with the first period restated: Although wé are continuing to evaluate the requirements of
SFAS 123(R), we have determined that we will use the. modified prospective method to adopt SFAS 123(R).
We have not completed dur assessment of the impact of SFAS 123(R); however, we believe that the adoption
of SFAS 123(R) could have a material impact on our results of operations. - :
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(5) Acquisitions and Dispositions
2005 Acquisitions ’

During 2005 we completed the followmg significant acquisitions, each of Wthh 1s described in detaﬂ below:
(i) the LGI Combination effective Jupe 15, 2005, (i) the acquisition of Cablecom effective October 24,
2008, (iii) the acquisition of Astral eﬂ“ecuve October 14, 2005, (iv) the acquisition of NTL Ireland effective
May 9, 2005, (v) the acquisition of Austar effective December 14, 2005 and (vi) VTR’s acquisition of a
controlling interest in Metrépolis eff ectlve Apnl 13, 2005. These acquisitions are collectively referred to herein
as the Significant 2005 Acquisitions. As further descnbed below, we also began consolidating Super Medxa
and J:COM on January 1, 2005. //

A summary of the purchase prices, opcnmg balance sheets and the effective acquisition dates for financial
reporting purposes of the Slgmﬁcant 2005 Acquisitions and the Super Media/J.COM consohdanon is
presented following the descriptions of these transactions below

LGI Combination

On June 15, 2005, we completed the LGI Combination whereby LGI acquired all of the capital stock of UGC
that LMI did not already own and ﬂMI and UGC cach became wholly owned subsidiaries of LGI. Among
other matters, the LGI Combination was completed in order to eliminate the dual public holding company
structure in which LMD’s pnnmpal consolidated asset was its majority interest in UGC, another public
company. |

——

In the LGI Combination, (i) each qutstandmg share of LMI Series A common stock, LMI Series B common
stock and LMI Series C common ]stock was exchanged for one share of the corresponding series of LGI
common stock, and (ii) each outstanding share of UGC Class A common stock, UGC Class B common stock
and UGC Class C common stock (other than those shares owned by LMI and its wholly owned subsidiaries)
was converted into the right to recelve for each share of common stock owned either (i) 0.2155 of a share of
LGI Series A common stock anq 0.2155 of a share of LGI Series C common stock (plus cash for any
fractional share interest) or (ii) $9 58 in cash. Cash elections were subject to proration so that the aggregate
cash consideration paid to uGc s* stockholders would not exceed 20% of the aggregate value of the merger
consideration payable to UGC’s pubhc stockholders. The effects of the LGI Combination have been included
in our historical consolidated ﬁnaﬁcml statements beginning with the June 15, 2005 acquisition date.
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The LGI Combination has been accounted for as a step acquisition by our company of the remaining minority
interest in UGC. The purchase price in this step acquisition includes the consideration issued to UGC public
stockholders to acquire the UGC interest not already owned by our company and the direct acquisition costs
incurred by our company. The details of the purchase price are presented in the following table (dollar
amounts in thousands):

Shares of LGI Series A common stock issued to UGC stockholders other than LMI and

its wholly owned subsidiaries (including 2,067,786 shares issued to UGC subsidiaries) ... = 65,694,765
Shares of LGI Series C common stock issued to UGC stockholders other than LMI and

its wholly owned subsidiaries (including 2,067,786 shares issued to UGC subsidiaries) . . . 65,694,765

. 131,389,530

Fair value of LGI Series A and LGI Series C commeon stock issued to UGC stockholders

other than LMI and its wholly owned subsidiaries .................... ... ......... $ 2,878,219
Fair value of LGI Series A and LGI Series C common stock issued to UGC subsidiaries . . (90,594)
Fair value of outstanding LGI Series A and LGI Series-C common stock issued to UGC

SEOCKNOIAEIS ottt ettt 2,787,625
Cash COMSIAETAtION . . . v« oottt 694,517
Direct acquUisitions COSES .. ..o\ vu vttt i e e 9,018
Total PUTChASE PIICE .. .ot ettt ettt ettt 3,491,160
Elimination of minority interest in UGC .......... ... ... ... ... ..., e (994,817)
Purchase price allocated to the net assets of UGC ........ ... ... oo o oo $ 2,496,343

The fair value of the shares issued to UGC stockholders other than LMI in the LGI Combination was derived
from a fair value of $43.812 per share of LMI Series A common stock, which was the average of the quoted
market price per share of LMI Series A common stock (before giving effect to the Stock Dividend) for the
period beginning two trading days before and ending two trading days after the date that the LGI Combination
was agreed to and announced (January 18, 2005). After eliminating the minority interest in UGC from our
consolidated balance sheet, we allocated the remaining purchase price to the identifiable assets and liabilities
of UGC based on preliminary assessments of their respective fair values (taking into account the 46.6% UGC
ownership interest that LGI acquired in the LG1 Combination), and the excess of the purchase price over the
adjusted preliminary fair values of such identifiable net assets was allocated to goodwill.

Consolidation of Super Media/J:COM

On December 28, 2004, our 45.45% ownership interest in J:COM, and a 19.78% interest in J:COM owned by
Sumitomo Corporation (Sumitomo) were combined in LGI/Sumisho Super Media LLC (Super Media).
Super Media’s investment in J:COM was recorded at the respective historical cost bases of our company and
Sumitomo on the date that our respective J:COM interests were combined in Super Media. As a result of
these transactions, we held a 69.68% noncontrolling interest in Super Media, and Super Media held a 65.23%
controlling interest in J:COM at December 31, 2004.

Due to certain veto rights held by Sumitomo that precluded us from controlling Super Media, we accounted
for our 69.68% ownership interest in Super Media using the equity method of accounting at December 31,
2004. On February 18, 2005, J:COM announced an IPO of its common shares in Japan. Under the terms of
the operating agreement of Super Media, our casting or tie-breaking vote with respect to decisions of the

11-78



———

LIBERTY GLOBAL, INC
(See note 1)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31/1 2005, 2004 and 2003 — (Continued)

management committee of Super Media became effective upon this announcement. Super Media is managed
by a management committee consisting of two members, one appointed by our company and one appointed by
Sumitomo. From and after February 18 2005, the management committee member appointed by our
company has a casting or deciding vote,thh respect to any management committee decision on which our
company and Sumitomo are unable to agree Certain decisions with respect to Super Media will continue to
require the consent of both members ra{ther than the management committee. These include any decision to
(i) engage in any business other than holdmg J:COM shares, (ii) sell COM shares, (iii) issue additional
units in Super Media, (iv) make in- -kind distributions or (v) dissolve Super Media, in each case subject to
certain exceptions contemplated by thei Super Media operating agreement. Super Media will be dissolved in
February 2010 unless we and Sumitomo mutually agree to extend the term. Super Media may also be earlier
dissolved under specified circumstanccf’s.

As a result of the above-described change in the governance of Super Media, we began accounting for Super
Media and J:COM as consolidated| subsidiaries effective January 1, 2005. As we paid no monetary
consideration to Sumitomo to acqulre the above-described casting vote, we have recorded the consolidation of
Super Media/J:COM at historical cost.

On March 23, 2005, J:COM recelved net proceeds of ¥82,043 million ($774,283,000 at March 23, 2005) in
connection with an IPO of its common shares, and on April 20, 2005, J:COM received additional net proceeds
of ¥8,445 million ($79,117, 000 at Apnl 20, 2005) in connection with the sale of additional common shares
upon the April 15, 2005 exercise of the underwriters’ over-allotment optlon Also on March 23, 2008,
Sumitomo contributed additional J: COM shares to Super Media, increasing Sumitomo’s interest in Super
Media to 32.40%, and decreasing our company’s interest in Super Media to 67.60%. Sumitomo and our
company are generally required to contnbute to Super Media any additional shares of J:COM that either party
acquires and to permit the other party to participate in any additional acquisition of J:COM shares during the
term of Super Media. After gwmgﬂfeﬁ“ect to Sumitomo’s additional contribution of J:COM shares to Super
Media and the consummation of J:COM’s IPO, including the subsequent exercise of the underwriters’ over-
allotment option, Super Media’s ox;i'nership interest in :COM was approximately 54.46%.

In connection with the dilution of c}})ur ownership interest that resulted from (i} J:COM’s issuance of common
shares in March and April 2005 pursuant to its TPO and (i) the exercise of stock options, we recorded a
$120,672,000 gain, which is reﬂectpd as an increase to additional paid-in capital in our consolidated statement
of stockholders’ equity. We provid}éd no income taxes on this gain as we ceased providing income taxes on our
outside basis in Super Media/J:Cj‘OM when we began consolidating these entities on January 1, 2005,

, |
Sumitomo also held an approximate 8.3% direct interest in J;COM until September 26, 2005, when such
interest was contributed to Super Media.

The March 2005 and Septembeﬂr 2005 contributions of Sumitomo’s J:COM interests to Super Media were
recorded at historical cost and r?sulted in an aggregate non-cash increase to goodwill of $31,450,000.

At December 31, 2005, Super/? Media owned 3,987,238 shares of J:COM, or 62.65% of the issued and
outstanding shares of J:COM, and LGUT’s ownership interest in Super Media was 58.66%.

See notes 6 and 21 for addmonal information concerning JJCOM.
I
Acquisition of Cablecom f
|

On October 24, 2005, LG Switieﬂand purchased from Glacier Holdings, S.C.A. all of the issued share capital
of Cablecom, the parent company of a Swiss broadband communications company, for a cash purchase price
before direct acquisition costs Lfof 2.326 billion Swiss Francs (CHF) ($2.212 billion at the transaction date)

|
|
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(the Cablecom Acquisition): We acquired Cablecom in order to expand the markets in Wthh we operate in
Europe.

The Cablecom Acquisition was funded through a combination of (i) a €550 million ($667 million at the
borrowing date) 9.5 year split-coupon fleating rate payment-in-kind loan (the PIK Loan) entered into by LG
Switzerland, (ii) a new offering of €300 million ($363 million at the borrowing date) principal amount of
8.625%. Senior. Notes due 2014 by UPC Holding, a sister corporation of LG Switzerland and (iii) available
cash.. At the acquisition date, Cablecom reported outstanding debt of CHF1.7 billion ($1.4 billion at the
transaction date). For additional mformatlon concerning the LG Switzerland, UPC Holding and Cablecom
debt, see note 10.

The Cablecom Acquisition has been accounted for using the purchase method of accounting. The total
purchase price has been allocated to the acquired identifiable net assets of Cablecom based on preliminary
assessments. of their respective fair values, and the excess of the purchasc price over the preliminary fair values
of such identifiable net assets was allocated to goodwill. :

~ Acquisition of Astral

On October 14 2003, we completed the acquisition of Astral Telecom SA (Astral), a broadband communica-
tions operator in Romania, for a cash purchase price of $407,074,000, before direct acquisition costs. We
acquired Astral in order to achieve certain financial, operational and strategic benefits through the integration
of Astral with our existing operatlons in Romania, The Astral acquisition has been accounted for using the
purchase method of accounting. The total purchase price has been allocated to the acquired identifiable net
assets of Astral based on preliminary assessments of their respective fair values, and the excess of the purchase
price over the preliminary fair values of such identifiable net assets was allocated to goodwill.

Acquisition of NTL Ireland

On May 9, 2005, we announced that our indirect subsidiary, UPC Ireland B.V. (UPC Ireland), had signed a
sale and purchase agreement to acquire MS Irish Cable Holdings B.V. (MS Irish Cable), subject to
regulatory approval. MS Irish Cable, an affiliate of Morgan Stanley Dean Witter Equity Funding, Inc.
(MSDW Equity), acquired NTL Communications (Ireland) Limited, NTL Irish Networks Limited and
certain related assets (together NTL Ireland) on May 9, 2005 with funds provided by a loan from UPC
Ireland. NTL Ireland, a cable television operator in Ireland, provides cable television and broadband Internet
services to residential customers and managed network services to corporate customers. We acquired NTL
Ireland in order to achieve certain financial, operational and strateglc benefits through the integration of NTL
Ireland with our existing operations in Ireland.

UpC Ireland had agreed to make MSDW Equity whole with respect to any economic effect on MSDW
Equity regarding the acquisition, ownership and subsequent transfer of the NTL Ireland interest. The make
whole arrangement with MSDW-Equity was considered to be a variable interest in MS Irish Cable, which is a
variable interest entity under the provisions.of Financial Accounting Standards Board Interpretation
No. 46(R), Consolidation of Variable Interest Entities (FIN 46(R)). As we were responsible for all losses to
be incurred by MSDW Equity in connection with its acquisition, ownership and ultimate disposition of MS
Irish Cable, we were the primary beneficiary, as defined by FIN 46(R), and were therefore required to
consolidate MS Irish Cable and its subsidiaries, including NTL Ireland, upon the May 9, 2005 closing of MS
Irish Cable’s acquisition of NTL Ireland. As MSDW Equity had no equity at risk in MS Irish Cable, the full
amount of MS Irish Cable’s net earnings (loss) were allocated to UPC Ireland.
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UPC Ireland’s acquisition of MS Irish Fable from MSDW Equity was subject to receipt of applicable Irish
regulatory approval. On December 12, 2005, following the receipt of regulatory . approval, UPC Ircland
completed its acquisition of MS Irish Cable

Upon closing, UPC Ireland paid MSDW Equity, as consideration for all of the outstandmg share capital of
MS Irish Cable and any MS Irish Cable indebtedness owed to MSDW Equity and its affiliates, an amount
equal to MSDW Equity’s net mvestmeht in MS Irish Cable plus interest on the amount of the net investment
at a rate per annum equal to EURIB(J)IR (Euro Interbank Offered Rate) +1.2%, compounded daily, for the
period of its investment through the date of the dispositior, together with any value added tax thereon plus an
amount equal to certain costs and expenses incurred by MSDW Equlty in connectmn w1th the transaction.

I

The acquisition of NTL Ireland through MS TIrish Cable has been accounted for using the purchase method of

accounting. The total purchase con31derat10n of €349,437,000 ($448,796,000 at May 9, 2005), including direct

acquisition costs of €16,025,000 ($20 582,000 at the transaction date), has been allocated to the acquired

identifiable net assets of NTL Ireland//based on preliminary assessments of their respective fair values, and the

excess of the purchase price over the preliminary fair values of such 1dent1ﬁable net assets was allocated to
1

goodwill.

Acquisition of Austar

On December 14, 2005 we ‘completed a transaction that increased our indirect ownership of Austar United
Communications Limited (Austar) ,f( a DTH company in Australia, from a'36.7% non-controlling ownership
interest to a 55.2% controlling interest. We acquired a controlling interest in.Austar in order to increase our
investment in the Australian DTH industry. As a result of this transaction, we began usmg the consolidation
method to account for our mvestmcx}t in Austar. Prior to obtaining a controlhng mterest m Austar, UGC used
the equity method to account for its indirect investment in Austar.

Prior to December 14, 2005, Austar s share capltal was owned 20.3% by the public and 79.7% (968 million
shares) by United Austar Partners (UAP) UAP was 46% (446 million shares) owned by United Asia Pacific
Communications (UAPC), an mdlrect wholly-owned subsidiary of UGC, and 54% (522 million shares)
owned by an independent third party, Castle Harlan Australia Mezzanine Partners Pty, lelted and Castle
Harlan, Inc (collectwely, CHAMP)

On December 14, 2005, CHAMP sold to United AUN, Inc a wholly owned sub51d1ary of UAPC (together
with UAPC, the United Partners(), units in UAP represennng 224 .million shares in Austar for net cash
consideration of A$204,909,000 ($154 952,000 at the transaction date) before direct acquisition costs, and
UAP transferred 298 million Austar shares to CHAMP in cancellation of their remaining units in Austar.
Upon completion of this transaction, the United Partners owned 100% of the UAP partnership- interest,
CHAMP ceased to be a partner in UAP, and UAP owned 1 55.2% economic and voting interest in Austar.

The December 14, 2005 transactihn has been accounted for as a step acquisition by our company of an 18.5%
interest in Austar. The total cash consideration together with direct acquisition costs and our carryover basis in
our equity method investment in[Austar has been allocated to the identifiable assets and liabilities of Austar
based on preliminary assessments of their respective fair vatues (taking into account the 18.5% Austar
ownership interest that we acqulred in the December 14, 2005 step acquisition), and the excess of the
purchase price over the adjusteﬁd preliminary fair values of such identifiable net assets was allocated to

goodwill.
At December 31, 2005, we owned 670,018,242 or 54% of the issued and outstanding shares of Austar.
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VIR Acquisition of Metropolis

On April 13, 2005, VTR completed its previously announced combination with Metrépolis Intercom S.A.
(Metrépolis), a Chilean broadband communications company. Prior to the combination, LMI owned a 50%
interest in Metrépolis, with the remaining 50% interest owned by Cristalerias de Chile S.A. (CCC). As
consideration for CCC’s interest in Metrdpolis, (i) VIR issued 11,438,360 shares of its common stock to
CCC, representing 20% of the outstanding economic and voting shares of VIR subsequent to the transaction,
(ii) VTR assumed certain indebtedness owed by Metrépolis to CristalChile Inversiones S.A. (CCI), an
affiliate of CCC, in the amount of CLP6.067 billion ($10,533,000 at the transaction date), and (iii) UGC
granted CCC the right to put its 20% interest in VIR to UGC at fair value, subject to a minimum purchase
price of $140 million, which put is exercisable beginning on April 13, 2006 and expires on April 13, 2015. The
acquisition of CCC’s interest in Metrdpolis included the assumption of $25,773,000 in debt payable to a
Chilean telecommunications company (CTC) and CLP30.335 billion (851,773,000 at the transaction date)
of bank debt. The bank debt was repaid in April 2005 and the debt to CTC was repaid in July 2005 using
proceeds from the VIR Bank Facility. See note 10. The final regulatory approval for the combination, which
was obtained in March 2005, imposed certain conditions on the combined entity. The most significant of these
conditions require that the combined entity (i) re-sell broadband capacity to third party Internet service
providers on a wholesale basis; (ii) activate two-way capacity on 2.0 million homes passed within five years
from the consummation date of the combination; and (iii) for three years after the consummation date of the
combination, limit basic tier price increases to the rate of inflation plus a programming cost escalator. VIR
merged with Metrdpolis to achieve certain financial, operational and strategic benefits through the integration
of Metrépolis with its existing operations.

In the absence of quoted market prices for VIR common stock, we estimated the fair value of the 20%
interest in VIR that was exchanged for CCC’s interest in Metropolis to be $180 million. The estimate was
based on a discounted cash flow analysis and other available market data. Including the approximate
$11,755,000 fair value at April 13, 2005 of the put right that UGC granted to CCC and $3,391,000 in direct
acquisition costs, the preliminary purchase price for CCC’s interest in Metrépolis totaled approximately
$195,146,000. We accounted for this merger as (i) a step acquisition by our comp'any of an additional 30%
interest in Metrépolis, and (ii) the sale of a 20% interest in VTR. Under the purchase method of accounting,
the preliminary purchase price was allocated to the acquired identifiable tangible and intangible assets and
liabilities based upon their respective fair values (taking into account the 30% Metrdpolis interest acquired),
and the excess of the purchase price over the fair value of such identifiable net assets was allocated to goodwill.
Our proportionate share of Metrdpolis’ net assets represented. by our historical 50% interest in Metrépolis was
recorded at historical cost. UGC recorded a $4,573,000 reduction of additional paid-in capital associated with
the dilution of its indirect ownership interest in VIR from 100% to 80% as a result of the transaction. Our
share of this loss was reflected as a-reduction of additional paid-in capital in our consolidated statement of
stockholders’ equity.
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Opening Balance Sheet Informatzon of Significant 2005 Acquisitions

A summary of the purchase prices, opcnmg balance sheets and the effective acquisition or consohdatlon dates
for financial reporting purposes of the Slgmﬁcant 2005 Acquisitions and the Super Media/J:COM consolida-
tion is presented in the following table: o ' ’
' ‘ Super

LGI Media/ : NTL
Combination(d) J:COM Cablecom Astral Ireland Austar Metrépolis

B amounts in thousands

Effective acquisition or
consolidation date for '
financial reporting purposes June 15, January I, October 31, October I, May {, December 31, April I,

2005+ 2005 2005 2005 2005 2005 2005
Opening balance sheet
Cash ..o, $ . § 101,749 § 27,763 $§ 12206 § 9,324 ¢ 9549 § 7376
Other current assets .......... HZG 165,534 200,001 10,860 16,297 27,3716 6,002
Investments in affiliates(a) .... ‘ 178 2’45 (987,290) 5,736 782 — (123,084)  (67,909)
Property and equipment, net ... 223, 5‘[71 2,441,196 1,116,381 128,087 282,555 92,381 143,173
Goodwill ............coocen. 1,617, 324 1,875,285 2,196,749 260,484 208,053 316,085 226,941
Intangible assets subject to j - '
amortization(b) ............ 622, 500 - 512,985 67,404 — 72,756 C—
Other assets, net ............. (77, 397) 142,393 27,476 — 9,950 4,263 9,797
Current liabilities............. (398,549)  (359,207) (35,543) (70,502) (61,530)  (79,611)
Long-term debt and capital |
lease obligations............ (11, 697) (2,112,722) ' (1,415,272) (14,865) = — (217,927)  (38,394)
Other long-term liabilities ... .. (56, 329) (415,099) (75,043) (19,184)  (6,881) (16,809)  (12,229)
Minority interests in subsidiaries 994, 817 (812,497) (11,666) - - —  (198,241)
Additional paid-in capital(c) ... — — — — — 52,424 198,241
Total purchase price ............ $3.491/160 § — §$2225903 § 410,231 $448,796 $ 155484 § 195,146
Cash consideration ........... $ 694[517 $ — $2212258 $ 407,074 $428214 § 154952 § -
Direct acquisition costs........ 9l018 - 13,645 3,157 20,582 532 3,391
Issuance of derivative
mstrument oL - — - — - - 11,755
Issuance of LGl stock ........ 2,787,625 — - — — — —
Issuanice of subsidiary stock .. .. ~ — -~ - - — 180,000
Total purchase price ............ $3,491,160 § — $2225903 § 410231 $448,796 $ 155,484 $ 195,146
(2) The investment in affiliate amounts for Super Media/J:COM, Austar and Metrdpolis include reductions

of $1,052,468,000, $161,835 ooq and $67,909,000, respectively, related to the elimination of the carrying
amount of our equity method 1nvestmcnt in such entities upon our acquisition of a controlling interest.
(b) The amounts reflected as mtar}glble assets subject to amortization primarily relate to our preliminary
assessment of the fair value of customer relationships. Such acquired intangible assets had a preliminary

weighted average life of 9.2 years at the respcctlve acquisition dates.

|
(c) The minority interests’ share 11{1 the deficit of Austar at the transaction date has been recorded as a

reduction of additional paid-i 1Jn capital in accordance with the guidance set forth in EITF D-84,

|
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Accounting for Subsequent Investments in an Investee After Suspension of Equity Method Loss
Recognition When an Investor Increases Its Ownership Interest from Szgnzﬁcanl Interesz to Control
through a Market Purchase of Voting Securities.

(d) The amounts reflected in the LGI Combination column reflect the. adjustments to the consohdated assets
and liabilities of UGC at June 15, 2005 that resulted from the application of step acquisition accounting
in connection with the LGI Combination.

The purchase accounting for each of the Slgmﬁcant 2005 Acqulsmons as reflected in these consolidated
financial statements, is preliminary and subject to adjustment based upon our final assessment of the fair
values of the identifiable tangible and intangible assets and liabilities of each acquired entity. As the open
items in the valuation processes generally relate to property and equipment and intangible assets, we would
expect that the primary effects of any potential adjustments to the preliminary purchase price allocation would
be changes to the values assigned to these asset categories and to the related depreciation and amortization
expense. In addition, our final assessment of the purchase price allocation could lead to adjustments to the
amount of acquired deferred tax assets or assumed deferred tax liabilities. A

. Pro Forma Information for 2605 Acqutsztzons

The following nnaudited pro forma condensed consolidated operating results give effect to (i) thc Significant
2005 Acquisitions, (ii) the consolidation of Super Media/J:COM. and (iii) the July 1, 2004 acquisition of
Noos and the subsequent April 2005 acquisition of the remaining 19.9% minority interest in UPC Broadband
France as described below, as if such transaciions had been completed as of January 1, 2005 (for.2005 results)
and as of January 1, 2004 (for 2004 results).

These pro forma amounts are not necessarily indicative of the operating results that would have occurred if
these transactions had occurred on such dates. The pro forma adjustments are based upon. currently available
information and upon certain assumptions that we believe are reasonable.

Years Ended December 31,
2005 2004

- as adjusted

(note 22)
amounts in thousands, -
except per share amounts

Revenue ......... L U $6,195,253  $5,385,410

Net loss from continuing operations ..................ooooun, $ (338,863) $ (524,388)
Loss per share from continuing operations .......,.......... e $§  (072) $§ . (1.16) |

Other 2005 Acquisitions ' R
Acquisition of the Remaining 19.9% Minority Interest in UPC. Broadband France — In April 2005, a
subsidiary of UPC Holding exercised the call right acquired in connection with the July 2004 Noos acquisition
(see below) and purchased the remaining 19.9% minority interest in UPC Broadband-France SAS (UPC
Broadband France) that it did not already own for €90,105,000 ($1 15,950,000 at the transactlon ‘date) in cash.
UPC Broadband France is an indirect wholly owned subs1d1ary and owner of our French broadband video and
Internet access operations. This acquisition ‘was accounted for as a step acqulsltlon of the remaining minority
interest. As UPC Broadband France was a consolidated subsidiary at the time of this transaction, the purchase
price was first applied to eliminate the minority interest:in . UPC. Broadband France from our consolidated
balance sheet, and the remaining purchase price has been allocated on a pro rata basis to the identifiable assets
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and liabilities of UPC Broadband Franc‘e,‘taking'into account their respective fair values. at April 6, 2005 and
the 19.9% interest acquired. The excesspurchase price that remained after amounts had been allocated to the
net 1dent1ﬁable assets of UPC Broadband France was recorded as goodwill,

[

Zone Vision — In January 2005 chellomedia acqulred the Class A shares of Zone V1sron The consrderatron
for the transaction consisted of (i)~ $50 000,000 in cash, before considering direct acquisition costs of
$2,154,000, and (ii) 351,110 shares oﬁ LGI Series A .common stock and 351,110 shares of LGI Series C
common Stock valued at $14,973,000. x‘ALS part of the transaction, chellomedia contributed to Zone Vision its
49% interest in-Reality TV Ltd. and' chellomedia’s Club channel businéss. Zone Vision is a programmmg

company - focused on the ownership, m‘anagement and drstnbutron of pay television channels.

The Zone Vrsron Class Ashares purchased by chellomedla represented an 87.5% interest in Zone Vision on a
fully diluted basis. Subject fo cértain vesting conditions, Class Bl shares that 1n1t1a11y represented 12.5% of
Zone Vision’s outstanding equity were issued to a group of selling shareholders of Zone Vision,’ who were
retained as employees. In addmon thehetalned employees were entitled to receive the LGI Series A common
stock and LGI Series C commorn stock ‘that we issued as purchase considération, ‘subject to an escrow
agreement. In light of the vesting condmons associated with the Zone Vision Class B and LGI Series A and
LGI Series C shares, we are recordlng stock compefisation with respect to these arrangements

H

Zone Vision’s Class Bl shareholders lrave the right, subject to vesting, to put 60% of their Class Bl shares to
chellomedia on January 7, 2008, and 100% of their interest on January 7, 2010. chellomedia has corresponding
call rights. The price payable upon exehcrse of the put or call will be the then fair value, The fair value to settle
the put is limited to an amount equahl to ten times EBITDA, as defined in the Zone Vision shareholders
agreement, calculated on a run rate basis for the full financial quarter immediately preceding the date of any
exercise of a-put. As.of December-31, l[2005 the Zone Vision Class Bl shareholders hold vested and unvested

shares representing a 10% mterest in Zone Vision- on a fully diluted basrs that are 'subject to the put rights.

Telemach — On February 10, 2005 we acquired - 100% of the shares in Telemach d.0.0., a broadband
communications provider in Slovenla* for €70,985, 000 (891,370,000 at the transaction date) in cash. We
purchased Telemach to’ mcrease our market presence in Central and Eastern Europe ,

Chofu — On February 25, 2005 J: CWOM completed a transaction w1th Sumitomo, Mlcrosoft Corporation
(Microsoft) and our company whe”reby J:COM paid aggregate cash consideration of ¥4,420 million
($41,932,000 at the transaction date) to acquire each entities’ respective interests in Chofu Cable, Inc.
(Chofu Cable), a Japanese broadband communications provider, and to acquire from Microsoft equity
interests in certain telecornmumcattons companies. Our share of the consideration was ¥972 million
($9,221,000 at the transaction date). IAs a result of this transaction, J:=COM acquired an approximate 92%

equity interest in Chofu Cable. J

J:COM Setamachi — On Septemberlr 30, 2005, J:COM paid cash of ¥9,200 million ($81,022,000 at the
transaction date) and assumed deb'ﬁ and capital lease obligations of ¥5,480 million ($48,261,000 at the
transaction date) to purchase 100% of the outstanding shares of Odakyu Telecommunications Services Co.,
Ltd.,, now known as J.COM Setarnach1 Co. Ltd. (J:COM Setamachi). J:.COM immediately repaid
¥3,490 million ($30,735,000 at the transaction date) of the assumed debt. J:COM Setamachi is a broadband

communications provider in Japan.

IPS — On November 23, 2005, Platojr Holdings B.V. (Plator Holdings), an indirect subsidiary of chellomedia,
paid cash consideration of $62,812,900 to acquire the 50% interests that it did not already own in certain
businesses that provide thematic tele{vision channels in Spain and Portugal (IPS). Plator Holdings financed
the purchase price with new bank borrowings. Following the transaction, Plator Holdings indirectly holds its

interests in IPS through its 100% owf‘nership interests in Nidlo B.V., Iberian Programming Services C.V. and
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Multicanal Iberia SL. Prior to this transaction, we used the equity method to account for our investment in
IPS. We have accounted for this transaction as a step acquisition of a 50% interest in IPS.

Accounting Treatment of UPC Broadband France, Zone Vision, Telemach, Chofu, J:COM Setamachi and IPS
Acquisitions — We have used the purchase method to account for the interests acquired in UPC Broadband
France, Zone Vision, Telemach, IPS, Chofu and J:COM Setamachi. Under the purchase method of
accounting, the purchase price was allocated to the acquired identifiable tangible and intangible assets and
liabilities based upon their respective fair values, and the excess of the purchase price over the fair value of
such net identifiable assets was allocated to goodwill. The purchase accounting for the IPS acquisition, as
reflected in these consolidated financial statements, is preliminary and subject to adjustment based upon the
final assessment of the fair values of the IPS’ identifiable tangible and intangible assets and liabilities. As the
open items in the valuation process generally relate to property and equipment and intangible assets, we would
expect that the primary effects of any potential adjustments to the preliminary purchase price allocation would
be changes to the values assigned to these asset categories and to the related depreciation and amortization
expense. We do not expect these adjustments to be material in relationship to our total assets or operating
results. When considered individually, none of the UPC Broadband France, Zone Vision, Telemach, IPS,
Chofu or J:COM Setamachi acquisitions would have had a material impact on our results of operations if such
acquisitions had occurred on January 1, 2004,

2004 Acquisitions
Acquisition of Controlling Interest in UGC

On January 5, 2004, we completed a transaction pursuant to which UGC’s founding sharcholders (the
Founders) transferred 8.2 million shares of UGC Class B common stock to our company in exchange for
12.6 million shares of Liberty Media Series A common stock valued, for accounting purposes, at $152,122,000
and a cash payment of $12,857,000. We also incurred $2,970,000 of acquisition costs in connection with this
transaction (the UGC Founders Transaction). The UGC Founders Transaction was the last of a number of
independent transactions that occurred from 2001 through January 2004 pursuant to which we acquired our
controlling interest in UGC. For information concerning our transactions with UGC during 2003, see note 6.
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Our acquisition of 281.3 million shares {af UGC common stock in-January 2002 gave us a greater than 50%
economic interest in UGC, but due to certain voting and standstill arrangements, we used the equity method
to account for our investment in UGC& through December 31, 2003. Upon closing of the January 5, 2004
transaction, the restrictions on the exercxse by us of our voting power with respect to UGC terminated, and we
gained voting control of UGC. Accord%ngly, UGC has been accounted for as a consolidated subsidiary and
included in our financial position and r?’sults of operations since January 1, 2004. We have accounted for our
acquisition of UGC as a step acquisition, and have allocated our investment basis to our pro rata share of
UGC’s assets and liabilities at each significant acquisition date based on the estimated fair values of such
assets and liabilities on such dates. Pribr to the acquisition of the Founders’ shares, our investment basis in
UGC had been reduced to zero as a reéult of the prior recognition of our share of UGC’s losses. The following

table reflects the amounts allocated fto our assets and liabilities upon completion of the January 2004
acquisition of the Founders’ shares (amounts in thousands):

Cash ..., P $ 310,361.
Other current assets........... ] ........................................... 298,826
Property and equipment ...... I! e 3,386,252
Goodwill ,.................. } ......... e 2,023,374
Customer relationships(1) . ... /J ........................................... 379,093
Trade names .......... S 62,441
Other intangible assets ,...... / ............................................ 4,532
Investments and other assets . ,J .................... P 347,542
Current liabilities ........... oo e (1,407,275)
Long-term debt ... ......... [ R (3,615,902)
Deferred income taxes....... ﬂ ................................. e (754,111)
Other liabilities............. / .............................................. (259,492)
Minority interest. .......... oo -(607,692)
Aggregate purchase price . J’ ............... P PR 167,949
Issuance of Liberty Media cor/nmon stock ... {152,122)
Aggregate cash consideration (including direct acquisition costs) .............. $ . 15827

(1) The estimated weighted- averlage amortization period on January 1, 2004 for the intangible asset
associated with customer relartlonshlps was 4.9 years.

During 2004, we also purchased an additional 20 million shares of UGC Class A common stock pursuant to
certain pre-emptive rights granted/[to our company by UGC. The $152,284,000 purchase price for such shares
was comprised of (i) the cancellation of indebtedness due from subsidiaries of UGC to certain of our
subsidiaries in the amount of $1(D4 462,000 (including accrued interest) and (ii) $47,822,000 in cash. As
UGC was one of our consolidated /subydlanes at the time of these purchases, the effect of these purchases was

eliminated in consolidation.

Also, in January 2004, UGC initi”ated a rights offering pursuant to which holders of each of UGC’s Class A,
Class B and Class C common stc{)ck received 0.28 transferable subscription rights to purchase a like class of
common stock for each share of UGC common stock owned by them on January 21, 2004. The rights offering
expired on February 12, 2004. UGC received cash proceeds of approximately $1.02 billion from the rights
,oﬁ"ermg As a holder of UGC Class A, Class B and Class C common stock, we participated in the rights
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offering and - exercised our rights to purchase 90.7 million shares for a total cash purchase price of
$544,250,000. ' '
-PHL

On May 20, 2004 we acquired all of the issued and outstanding ordinary shares of Princes Holdings Limited
(PHL) for €2,447,000, including €447,000 of acquisition costs ($2,918,000 at May 20, 2004). PHL, through
its sub31d1ary Chorus Communications Limited, owns and operates broadband communications systems in
Ireland. In connection with this acquisition, we loaned an aggregate of €75,000,000 ($89,483,000 at the
transaction date) to PHL. The proceeds from this loan were used to provide funds to dlscharge liabilities
pursuant to a debt restructunng plan and to provide funds for capital expenditures and working capital. We
accounted for this acquisition using the purchase method of accountmg For financial reporting purposes, the

PHL acquisition is deemed to have occusred on Juné'1, 2004. Qur results of operations would not have been
matenally affected if the PHL acquisition had occurred on January 1, 2003,

Acqutsztzons of Noos

On July 1, 2004, UPC Broadband France acquired Suez-Lyonnalse Télécom SA (Noos), from Suez SA
(Suez). Noos is a provider of digital and analog cable television services and high-speed Internet access
services in France. The preliminary purchase price was subject to a review of certain historical financial
information of Noos and UPC Broadband France. In January 2005, we completed our purchase price review
with Suez, which resulted in the return of €43,732,000 ($56,883,000 as of January 19, 2005) to our company
from an escrow account. The final purchase price for Noos was approximately €567,102,000 ($689,989,000 at
the transaction dates), consisting of €487,085,000 ($592,633,000 at the transaction date) in cash, a 19.9%
equity interest in UPC Broadband France, valued at approximately €71,339,000 ($86,798,000 at the
transaction date) and €8,678,000 ($10,558,000 at the transaction date) of direct acquisition costs.

We accounted for this transaction as the acquisition of an 80.1% interest in Noos and the sale of a 19.9%
interest in UPC Broadband France. Under the purchase method of accounting, the preliminary purchase price
was allocated to the acquired identifiable tangible and intangible assets and liabilities based upon their
respective fair values. UGC recorded a loss of approximately €9,679,000 ($11,776,000) associated with the
dilution of its ownership interest in UPC Broadband France as a result of the Noos transaction. Our
$6,102,000 share of this loss is reflected as a reduction of additional paid-in capital in our consolidated
statement of stockholders’ equity.

The following table presents the purchase price allocation for UGC’s acquisition of an 80.1% interest in Noos;,
together with the effects of the sale of a 19.9% interest in UGC’s historical French operations. Minority
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I

interest was computed based on 19.9% of the fair value of our hlstoncal French operatlons and 19.9% of .the
historical carrying amount of Noos.
amounts in
thousands
Working capital .. ............. . U P e PR $(106 744)
Property, plant and equipment . , .................... U P 769,852
‘Intangible assets(1) ....... AP A U - 11,815
Other 1oNg-tEFM ASSELS + .+« ¢« v el v v ettt et e et e e 4,066 "
Other long-term liabilities ... .. .. c.oeov i (7,099)
Minbrity 114103 (=] A (85,359)
Equity in UPC Broadband France ............. ..., . 6,102
Cash consideration for Noos . . e r e et e ettt . 592,633
Less cash acquired . H ....... e P (18,7191)
th cash consideration for Noosrﬂ ............... e e $ 573,842

(

(1) The estimated welghted -average }amortlzatmn period for the intangible 